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The Alamo Group family of companies is a leader in designing and manufacturing equipment used in
agriculture and maintaining right-of-ways. The Company has operations in the U.S., Canada, England, France
énd Australia, and a marketing presence throughout the world. Our group of products encompasses the
widest range of mowing and related products used in maintaining vegetation along roadways, around
airports, and in other right-of-way areas. We also offer a broad range of sweepers for roads, parking lots,
and similar applications. Our agricultural products include mowers for fields, pastures, lawns, brush and

even trees—as well as front-end loaders, backhoes, hay-making, tillage and a host of other equipment.

The Corrpany has grown over the years through a combination of internal developments and acquisitions
and has consistently been an innovator, providing our customers with a steady flow of new and improved
products. Lately, some of these have included our unique TrucKat, our patented Buzz Bar, our efficiency
improving Easy Drive System, our upgraded range of finishing mowers, and our new Flex-Arm offset hitch.

These are just a few of more than fifty new or improved products introduced in the last few years. But

that's what you'd expect from an industry leader. The Alamo Group—always on the cutting edge.




FERANCIAL HIGHLIGHTS

PSOLE 2002 2001 2000
N THOUSANVDS, FXCE.PT,PER SH.AB?_DATA L ) ] - o B
NET SALES $ 279,078 $ 259,435 $ 246,047 $ 215874
GROSS MARGINS _ $ 59762 $ 53544 $ 59,529 $ 52151
OPERATING EXPENSES $ 45775 $ 42,112 $ 40,173 $ 34650 -
INCOME FROM OPERATIONS $ 13987 $ 11432 $ 19356 $ 17501
NET INCOME $ 8038 $ 6382 $ 10812 $ 10770
4~E‘/_\RNING§ PER SHARE_([?I_LLJT!EE) - 3 0.82 3 0.65 $ L1 L %S ~ _"l l
DEPRECIATION & AMORTIZATION $ 58% $ 5549 $ 6330 $ 5999
CAPITAL EXPENDITURES $ 4966 $ 5479 $ 7074 $ 12650
DIVIDENDS PAID $ 2333 $ 2331 $ 2329 . $ 2328
WORKING CAPITAL $ 102711 © $104,132 $ 106,718 $ 92343
CASH FLOW FROM OPERATIONS () $ 14092 $ 12480 $ 16974 $ 17266
LONG TERM DEBT(2) $ 14379 $ 27833 $ 36315 $ 30355
SHAREHOLDER EQUITY $ 144067 $ 130478 $ 121,813 $ 114,539
AVERAGE SHARES OUTSTANDING 9,789 9,789 9,787 9,759
BOOKVALUE PER SHARE $ 1472 $ 1332 $ 1245 $ 174
' Excludes CHanges i Working Capital "Excludes Current Portion .

Certain statements included herein constitute forward looking statements, Such statements are subject to various risks and uncertainties which may cause resufts to differ materially from those anticipated by the forward iook-
ing statements. Ameng those factors which could cause actual results to differ materially are the following: market demand, competition, weather, currency-related issues and other risk factors listed an desenbed In more détail
from time to time in other reports of the Company filed with the Securities and Exchange Commission, including the Company's Form 10-K for 2003 attached hereto.
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TO OUR SHAREHOLDERS

We are moving in the right direction. This is true of Alamo Group and the markets we serve. While 2003
was not a great year for our Company, in spite of tough market conditions we did a lot of good things, which
led to an 8% increase in sales and a 26% increase in net income over the prior year and should continue to
benefit us in the future.

The sales increase came from a combination of internal and external developments in roughly equal
measures. While we had no acquisitions in the year, we did get the benefit of the full year’s sales from the
Valu-Bilt and Faucheux acquisitions in 2002. Internally, sales were also up as we benefited from new product
introductions, particularly in our Industrial and European divisions.

The increase in profitability was primarily related to internal developments as we worked on improving
our operational efficiencies and benefited from our lean manufacturing initiatives of the Iést few years.

These increases were gratifying as they came at a time when our markets were soft. The North American
Agricultural market has been down.since 1998, and while improvements had been anticipated for the last
several years, very little materialized in 2003. Likewise our North American Industrial market has been off
considerably for the last two years, due to a downturn in the general economy, particularly decreases in
spending in our sector by various state, county and local governmental entities due to revenue shortfalls and
budgetary constraints. Our European markets have also been hampered by weak economic conditions.

During the fourth quarter of 2003 we started seeing some improvement in these market conditions. In
the agriculture sector, dealer inventories finished the season below the previous year, creating a need to start
refilling the pipeline as they get ready to service their customers in the upcoming season, Anc the outlook for
farmers seems to be improving as commodity prices have strengthened and farm incomes appear to be on
the increase. We are seeing some strengthening in our Industrial sector as well, since the gereral economy is
improving and governmental customers are showing some signs of returning to a more historic level of
spending. Our European markets are also seeing some slight improverment, though they had not declined as much
as our North American markets and conversely are anticipated to exhibit more moderate gains.

There are some concerns that we are monitoring closely, with raw materials being at the head of the list.

Steel prices and avaitability are both concerns that are getting worse each month and not likely to improve




anytime soon. Fuel prices have likewise been climbing rapidly, which affects us in everything from utility bills
to freight bills. insurance costs continue to be on the rise—a trend of double-and even triple digit increases
that has been going on for several years. Initially this affected our US. operations the most, but it has now
spread to other countries in which we operate. In addition, the cost of compliance with the variety of new
regulations affecting corporate America went uo dramatically in 2003 and will continue to rise in 2004.

Large swings in currency exchange rates have also had an effect on our business and we believe this trend
will continue. We have benefited in the short run from the weaker dollar; which has made our US.
products more competitive in the internatioﬁal market place, and the earnings from our subsidiaries outside
the US. are generally worth more. But the continued decline of the dollar and/or the increase of other currencies,
particularly the Pound Sterling and the Euro, have made products we manufacture in those countries less
competitive and are starting to have a dampening effect on consumers in those markets in general.

Lastly there are issues such as mad cow disease and bird flu which have or could have an effect on our
markets in 2004. Restrictions have been imposed by some countries on U.S. exports and likely will continue
until these issues are resolved.

We are addressing these known concerns in our plans-and actions, as we will do with any new issues that
may arise.We are also monitoring cur markets on a continuous basis, because although they are impro_ving they
are still fragile and we want to be in a position to respond to any changes—up or down.

Despite these issues and concerns, we feel good about our prospects for 2004. During the downturn in
our markets, we have continued to invest in our Company. This has resufted in improved operating efficiencies,
a stronger balance sheet, and a whole variety of new and improved products for our customers. These factors
should set the stage for improved results in 2004 regardiess of market conditions. And, if the improvement
we anticipate in our markets materializes, it should further enhance what we believe will be another year of

growth for the Alamo Group.
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DONALD |. DOUGLASS CHAIRMAN OF THE BOARD R.A. ROBINSON PRESIDENT & CEO
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AGRICUYULTURAL DIVISION

Alamo Group-Agricultural products were
refined in 2003 and continued to impress our customers. Consider the speed, ease of adjustment
and use of our upgraded Earthmaster deep tillage machines, for example. The 25-foot wide model
2500 tills up to |8 acres per hour yet folds easily for transport. Our new Rhino é-foot Rotary
Cutter for skid steer mowers offers side discharge to move cut material away from the operatorn
Qur restyled A-Series finish mowers boast the largest gearboxes in their category, faster top speed,
improved blade spindle durability and increased blade life. And our recentl‘y introduced 4211 and

5211 Rhinc midmount loaders offer heavy-duty function combined with exceptional mounting ease.

‘ N@@STRH&@ DIVI;ION

Alame Group-industrial companies spent 2003 perfecting new products which will build on recent

successes. Tiger's innovative TrucKat rolled up excellent sales. We expanded our Buzz Bar range

with two- and three-blade versions for use in more confined spaces. Two new models of Schulte’s
Flex-Arm offset hitch allow a tractor to keep on level surfaces while

mowing offroad areas. A new domed’ flow-through

o T deck and other performance features highlight
I

Schulte’s new Fighter Series of heavy-duty cutters.




The bigger, better; stronger | 5-foot FX-1500 mower delivers 20% to 33% faster cuts than conventional
units. And the 20-foot, 5-spindle FX-520 ro‘téry unit will attack former flail-only markets with cutting as
fast and fine as flail mowers—yet with less maintenance. In sweepers, Schwarze introduced a new Cab Over/
Twin Engine model of our Mé000 heavy-duty street sweeper, a higher productivity A9000 regenera-

tive air model, and CNG fueled models of the M6000, A7000, and A8000 for alternative-fuel markets.

EURSQGPEAN DIVISION

Alamo Group-Europe gained muscle in 2003. By year's

end, we offered the most comprehensive range of

Trwrm'ﬂ ! 4
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rmowers and related equipment in Europe. Part
of this came from introducing new models of
mowers in all our McConnel, Twose, SMA and Bomford lines. Another element was the addition of
Faucheux into our product mix and introducing their range of fri)nt—end loaders in the UK with
impressive results. Other developments ircluded extensivg redesign of products—-both aesthetic
changes to improve sales appeal énd' functional changes to improve efficiency. The outcome?
In every price range, from the smallest to the largest implements, from the simplest to the most

sophisticated performance and controls, Alamo Group-Europe can now offer an established brand

and competitive model, each with its own unique look and features.




ALAMSG CGROUP

FRONT, MID AND REAR TRACTOR
MOUNTED BOOM MOWERS

HYDRAULIC ROTARY, FLAIL, SICKLE BAR
AND CIRCULAR SAW MOWERS

MECHANICAL ROTARY AND FLAIL MOWERS

TRACTOR MOUNTED BOOM MOWERS

TRUCK MOUNTED BOOM MOWERS

HYDRAULIC ROTARY AND FLAIL MOWERS

MECHANICAL FLA L MOWERS

STREET AND PARKING LOT SWEEPERS:
MECHANICAL BROOM

REGEMNERATIVE AIR
ENVIRONMENTAL VACUUM AIR SWEEPERS
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MECHANICAL ROTARY CUTTERS
ROCK REMOVAL EQUIPMENT

TRACTOR AND SKID STEER MOUNTED
SNOW BLOWERS

TRACTOR AND SKID $STEER MOUNTED
FROMT-END LOADERS AND BACKHOES

MECHANICAL FINISHING MOWERS,
HEAVY DUTY ROTARY MOWERS,
FLAIL MOWERS, AND DISC MOWERS

FRONT-END LOADERS AND BACKHOES

HAY EQUIPMENT INCLUDING BALERS,
RAKES AND DISC MOWERS

TILLAGE EQUIPMENT

FUERST AGRICULTURAL PRODUCTS

AFTER MARKET REPLACEMENT
TRACTOR PARTS

NEW CUTTING PARTS
HARD-FACED AND PLAIN TILLAGE TOOLS

OTHER FARM EQUIPMENT
REPLACEMENT PARTS

Z

CATALOG DIRECT SALES OF
NEW, USED, AND REBUILT TRACTOR
REPLACEMENT PARTS

OTHER FARM EQUIPMENT
REPLACEMENT FARTS
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OEM AND AFTER MARKET SALES
OF FLAIL BLADES, SHACKLES,
AND ROTOR SHAFTS

BRANDS AND PRODUCTS

HYDRAULIC BOOM MOUNTED
HEDGE AND GRASS MOWERS

MECHANICAL ROTARY AND
FLAIL MOWERS

TRACTOR MOUNTED FRONT-END
LOADERS AND BACKHOES

CULTIVATORS AND SUBSOILERS
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- HYDRAULIC BOOM MOUNTED
HEDGE AND GRASS MOWERS

MECHANICAL ROTARY AND
© FLAIL MOWERS

CULTIVATORS

o
HYDRAULIC BOOM MOUNTED
VERGE AND HEDGE MOWERS

GOVERNMENTAL AND
AGRICULTURAL APPLIC ATIONS

REPLACEMENT PARTS

HYDRAULIC BOOM MOUNTED
HEDGE AND GRASS MOWERS

HARROWS, ROLLERS AND OTHER
AGRICULTURAL IMPLEMENTS

TRACTOR MOUNTED
FRONT-END LOADERS, BACKHOES
AND RELATED IMPLEMENTS
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PART |
item 1. Business
Cenerat

Alamo Greup Inc., which inciudes its subsidiaries (“Alamo Group,” or the "Company”’), is a leading
manufacturer of nhigh quelity equipment for right-of-way maintenance and agriculture. Our products
include tractor-mounted mowing and other vegetation maintenance equipment, street sweepers,
agricultural implements and related after market parts and services. The Company believes it is one of a
few vegetation mainienance equipment manufacturers offering a comprehensive product line that employs
the three primary heavy-duty cutting technologies: rotary, flail, and sickle-bar as well as other cutting
technolegies. The Company emphasizes high quality, cost effective products for its customers and strives
to develop and market innovative products while constantly monitoring and containing its manufacturing
and overhead costs. The Company has a long-standing strategy of supplementing its internal growth
through acquisitions of businesses or product lines that currently command, or have the potential to
achieve, a meaningfui share of their niche markets.

The predecessor corporation to the Company was incorporated in Texas in 1969 as successor to a
business that began selling mowing equipment in 1855. The Company was reincorporated in Delaware in
1987. As used herein and otherwise required by the context, the terms "Alamo Group” and “the
Compary” shall mean Alame Group in¢. and its direct and indirect subsidiaries.

Since its founding in 9969, the Company has focused on satisfying customer needs through
geographic market expansion, product deveiopment and refinement and selected accuisitions. The
Company's first products were based on the rotary cutting technology. Through acquisitions the Company
added flail cutting technolegy in 1883 and sickle-bar technology in 1984. The Company added 1o its
presence in the industrial and governmental markets with the acquisition of Tiger Corporation (“Tiger’} in
1994.

A thrust into agricultural mowing markets began in 1986 with the acquisition of Rhino Products Inc.
("Rhino”), a ieading manufacturer in this field. With this acquisition the Company embarked on a strategy
to increase the Rhinc dealer network during 2 period of industry contraction. Strengthening our distribution
network remains a primary focus of the Company’s marketing plans for agricultural and industrial uses.
The addition of M&W Gear Company (“M&W’) in early 1995 allowed the Company to enter into the
manufacturing and distribution of hay-making equipment which complements the Rhino distribution
system. M&W has been integrated inio the agricultural marketing group utilizing the same sales force to
cross-sell Rhino and M&W products.

In 1991, the Company began its international expansion with the acquisition of McConnel Ltd.
(“McConnel”), a Unitecd Kingdom {*U.K."} manufacturer of vegetation maintenance equipment, principally
hydraulic boom-mounted hedge and grass cutters and related parts. Bomford-Turner Ltd. (“Bomford”),
also a U.K. company, was acquired in 1983. Bomford is a manufacturer of heavy-duty, tractor-mounted
grass and hedge mowing equipment.

In 1994, the Company acquired Signalisation Moderne Autoroutiere S.A. (“SMA”) located in Orleans,
France. SMA manufactures and sells principally a line of heavy-duty, tractor-mounted grass and hedge
mowing equipment and associated repiacement parts to departments of the French government. This
acquisition along with the acquisiticn of Forges Gorce in 1996, a flail blade manufacturer in France, when
combined with McConnel and Bomford, has made the Company one of the largest manufacturers in the
European market for the kina of equipment sold by the Company.

In late 1995, the Company expanded its business in the agricultural market with the acquisition of
Herschei Corporation (“Herschel”), a leading manufacturer and distributor of farm equipment replacement
and wear parts. In addition, the Company has concentrated on developing new products which meet the
needs of its niche market customers and on adapting its existing products to serve other applications.

On February 29, 2000, ire Company acquired Schwarze industries, Inc. (“Schwarze”). Schwarze is a
manufacturer of a broad range of street sweeping equipment which is sold to governmental agencies and

3.




contractors. The Company believes the Schwarze sweeper products fit the Company's siralegy of
identifying product offerings with brand recognition in the industrial merkets the Company sarves.

On September 8, 2000, the Company purchased the product iine and associated assets of Twose of
Tiverion LTD (*Twose”"} in the U.K. and incorporated its production into the existing facilities at McConnel
and Bomford while mainiaining its own sezles force and dealer network. 7Twose was a smali regional
manufacturer of power arm flail mowers and parts, as well as harrows and rollers, which solidified the
Company’s market leadership position in the U.K. :

On November 6, 2000, the Company acquired Schulie Industries, L7D. and iis releled entities
(“Schulte”). Schulte is a Canadian manufacturer of mechanical rotary mowers, snow blowers, and rock
removal equipment. Schulie drought o the Company a stronger Canadian presence in both marketing
and manufacturing. [t also exparded the Company's range of large heavy-duty rolary mowers.

On August 14, 2001, the Company acquired all of the assets of SMC Corporation (“SMC”). SMC
manufactures front-end loaders and backhoes principally %or Original Equipment Manufacturers (“OEM”)
customers and its own SMC brand. This acquisition expanded the product range of cur agriculiural
division by branding e line of loaders for Rnino.

Cn April 5, 2002, the Company purchased inventory, fixed assels and certain other assets of Vaiu-3ilt
Trector Parts {"Valu-Bilt") iocated in Des Mcines, lowa, & subsidiary of Quality Stores, Inc. which was in
Chapter 11 Bankrupicy. Valu-Biff is a disiributor of new, used and rebuilt tractor parts and. other
agricultural spare and wear paris sold direclly to customers through its catalog offering and on 2
wholesale basis to dealers. Subseauent to the purchase, the operations of Valu-Bili in Des Moines, lows,
was consolidated into the Company’s Hersche! facility in Indianola, lowa.

On November 14, 2002, the Company purchased substantially all of the assets of Faucheux
industries SA, (“Faucheux”) a leading French manufacturer of front-end ioaders and attachments. The
Company acquired Faucheux out of administration, a form of barkrusicy in France similar {o Chapier 11
banikrupicy in the U.S. ’

Mearksling and Markeling Strategy

The Company's products are sold through the Company's varicus marketing organizations, end
extensive, world-wide dealer networks under the Alamo fndusirial®, Tiger™, Schwarze™, Rhinc®, M&W/®,
Fuerst®, SMC™, Herschel™, Adams® Valu-Bit®, Schuiis®, McConnel®, Bomford®, S.M.A° , Forges
Gorce™ Twose™, Faucheux™ and other trademarks and trade names.

Alamo Industrial equipment is orincipally sold tc governmenial end-users, relaied independent
coniractors and, to a lesser extent, the agricultural and commercial turf markets. Governmental agencies
and coniracters. that perform services for such agencies purchase primarily hydraulically-powered, tracior-
mounied mowers, including boom-mounted mowers, other {ypes of cutlers and replacement parts for
heavy-duty, infensive use applications including the maintenance around highway, airpor, recreational and
other public areas. A poriion of Alamo industrial seles includes fractors, which are not manufaciured by
Alamo Indusirial.  Municipal park agencies, golf courses and iandscape mainienance conlractors
purchase certain Alamo Industrial mowers that deliver a fine manicured cut.

Tiger eguipment includes heavy-duty, iractor and truck-mounted mowing and vegetation maintenance
equipment and replacement parts. Tiger sells {o state, county, local governmenial entities and relaied
contractors primarily through a network of dezlers. in many cases, the principal product line of Tiger's
larger dealers is Tiger eguipment. Tiger's dezlership network is independent of Alamo Indusirial’s
dealership network.

Schwarze equipment includes air, mechanical breom, and regenerative air sweepers along with a
high-efiiciercy environmenia! sweeper and replacement parts. Schwarze primarily sells its products o
governmentel agencies and independent contractors. The Company believes that Schwarze compliments
Alemo Industrial because the dealer and/or end-user for both producis in meny cases are the same. In
2001, the Alamo Indusirial Latin American territory manager began marketing Schwarze and Schulie
products along with Alamo Industrial producis in Mexico and other Latin American countries. [n the first
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half of 2002, the dealer sales force of Alamo Industrial and Schwarze were combined and frained io cross-
- sell products,

Rhino and M&W equipment is generally sold to farmers and ranchers to clear brush, maintain
pastures and unused farmland, shred crops, till fields and for haymaking. It is also sold to other
customers, such s mowing contractors and construction contractors, for non-agricultural purposes. Rhinc
equipment censists principally of a comprehensive iine of iractor-powered equipment including rotary
cutters, finishing mowers, flail mowers and disc mowers. Rhino also sells posthole diggers, scraper
blades znd replacement parts for ali Rhino equipment. Farm equipment dealers play the primary role in
the sale of Rhino and M&W equipment. M&W haymaking equipment uses a fixed chamber, rourd bale
technoiogy. A portion of the Rhino product line is also sold through McConnel’s network of agricultural
tractor dealers in the U.K.

SMC equipment includss 2 broad line of front-end loaders and backhoes that fit many tractors on the
market tcday. The majority of the preducts are sold to Original Equipment Manufacturers ("OEM’s”). in
the fall of 2001, the Compeany iniroduced Rhino branded loaders and backhoes to be sold through its
agricultural dealer network

Herschel replacement parts are sold for many types of farm equipment and tractors and certain types
of mowing and consiruction equipment. Herschel products include a wide range of cutting parts,
chromium carbide treated hard-faced and plain replacement tillage tools, disc blades and fertilizer
application compenents. Hersche!l replacement tools and parts are sold throughout the United States,
Canada and Mexico tc five major customer groups: farm equipment dealers, fleet stores, wholesale
distributors, original eguipment meanufacturers and construction equipment deaiers. The acquisition of
Valu-Biff compiimenis the Herschel oroduct lings while also expanding the Company's offering cf after-
market agricultural parts and added catalog direct sales to end-users, a new customer group.

Schulte equipment includes heavy-duty mechanical rotary mowers, snow blowers, rock removal
eouipment and relaied replacement parts. Schulte serves both the agricultural and industrial markets
primarily in Carada and the U.S. The Company is pursuing cross-seiling opportunities between Schulte
and some of the Company’s other preduct lines. Schulfe sells some of its products through Bomford in
the U.K. and ingependent disiributors throughout the world.

McCennel ecuipment principally includes a line of hydraulic, boom-mounted hedge and grass cutters,
as well as other iracior attachments ard implements such as hydraulic backhoes, cultivators, subsoilers,
buckets and other digger impiements and replacement parts. McConnel equipment is sold primarily in the
U.K. and France, and fo a lesser exient, in other paris of Europe, Australia, and North America through
independent dezlers and distribuiors. To a lesser extent, McConnel also sells turf maintenance
eguipment to the golf course and ieisure markets.

Bomiford eouipment includes hydraulic, boom-mounied hedge and hedgerow cutters, industrial grass
mowers, agricutiural seedbed preparation cultivators and replacement parts. Bomford equipment is scid
to governmental agencies, contraciors and agricultural end-users in the U.K. and France and {o a lesser
extent, other couniries in Europe, North America, Australia and the Far East. Bomford’s sales network is
very similar to that of McConnel in the UK. Rhino and Tiger sell some of Bomford’s product line in the
u.s.

SMA eguipment includes hydraulic, boom-mounted hedge and hedgerow cuiters and associated
replacement paris. SIWA’s principal customers are French local authorities. SMA’s product offerings were
expanded in 1884 to inciude certain quick-attach bcom mowers manufactured by the Company in the UK.
to expand its presence in agriculivral dealerships. Forges Gorce, acquired in 1996, manufactures fiail
biades which are soid to some of the Company's subsidiaries as well as to other customers.

Twose equipment includes light-duty power arm mowers and agricultural eguipment and related parts.
Twose products are manufaciured at the Company’s U.K. facilities but sold through its own dealer network
in the U.K. and through Faucheux in France.

Faucheux eguioment includes Tront-end loaders, backhces, attachmenrts and related parts.
Historicaily, the mejority of Faucheusx saies have been in France but the Company has recently expanded
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Fauchzux’s market coverage to other countries, paricularly ine UK, using the Company's existing
distribution network.

In additicn to the sales of Herschel replacement perts, the Company derives a significant pertion of its
revenues from seales of replacement parts for sach of iis wholegoods lines. Replacement bparis
represented zpporoximately 27% of the Company's total sales for the year ended December 31, 2033.
Replecement peris generzaily are more profitaile and iess cyciical than wholegoogs.

While the Company beiieves that the end-users of its products evaluate their purcnzses on the basis
of price and product quality, such purchases are also based on & dezler's service, suppert and loyaity o
the dealer based on previous purchases as weil es other facters such as product availability.

Demand for the majority of the Company's products tends o be sirongest in the spring anc summer
seasons. The Company provides incentives for off-season purchases for many of its products, including
discounts, as a way o even out seascnal variations in its manufeciuring cycles.

Product Development

The Company's ability io provide innovalive responses tc customer needs, to develop and
manufaciure new products, and to enhance exisiing preduct lines is important to its success. The
Company coniinually conducis research and development activities in an effort to improve existing
products and develop new products. As of December 31, 2003 the Company empioyed 74 peoole in iis
various engineering departmentis, 31 of whom are degreed engineers end the balance of whom are
support staff. Amounts expended on research and development activities were approximately $2,853,000
in 2003, $2,6%2,000 in 2002, and $2,405,000 in 2001. As & percent of sales, Research and Development
was approximately 1.0% in 20C3, 2002, and 2001, respectively, and is expected to coniinue at simiiar
levels in 2004,

Seasonailty

In generzal, the vegetation mairtenance equipment industry tends to follow the seasonal buying
patterns of its major customers with peak sales occurring in the second and {hird guarters. Agricuitural
and governmental end-users typically purchase new equipmeni during the first and second calendar
quarters. Weather conditions and general economic conditions, however, may affect the timing of
purchases. in order to achieve efiicient utilization of manpewer and facilities throughout the year, the
Company estimates seascnal demand months in advance and eauipment is marufaciured in anticioation
of such demand. The Company utilizes a rolling twelve-month sales forecas! provided by the Company's
marketing divisions and order backlog in order io develoo a produciion plan for its manufaciuring facilities.
Additionatly, many of the Company's marketing divisions attempt to egualize demand for ils producis
throughout the calendar year by offering seascna! sales programs which may provice additional incentives
on eguipment that is ordered during off-season pericds.

Competition

The Company's products are sold in highly competitive markeis throughout the world. The principal
competitive factors are price, quality, availability, service and reputation. The Company compeies with
several large naticral and internaticnal companies that offer a bread range of egriculturai eguipment and
replacement parts, as well as numercus small manufacturers and suppliers of a limited number of
products mainly on a regional basis. However, the Company has fewer competitors in wide-swath and
boom-mounted mowing eguipment within the governmental niche. Some of the Company's competitors
are significantly larger than the Company and have substantially greater financiai and other rescurces at
their disposal. The Company believes that it is able to compete successfully in its markets by containing
its menufacturing costs, offering high guality oroducts, developing end designing innovative products and,
to some extenti, avoiding direct competition with significantly larger competitors. There can be nc
assurance that such competitars will not substantially increase the resources devoted to ihe development
and markeling of producis competitive with these of the Company. The Company beligves that within the
U.S. itis a leading supplier to governmental markets, a major supplier in the U.S. agricultural market and
one of the largest suppilers in the European market for its type of mowing eguipment.




Unfilled Orders

As of December 31, 2003, the Company had unfilled customer orders of $35,656,000 compared io
$34,251,000 at the end of 2002. The increase is primarily attributable to slight improvements in market
conditions in the agricultural and European markets. The Company continues to see reduced government
spending compared ic historical levels in the industrial sector served by the Company. Management
expects that substantially all of the Company's backleg as of December 31, 2003 will be shipped during
fiscal year 2004. The amount of unfilled orders at a particular time is affected by a number of factors,
including manufacturing and shipping schedules, which in most instances are dependent on the
Company's seasonal sales programs and the requests of its customers. Certain of the Company's orders
are subject to cancellation any time before shipment; therefore, a comparison of unfilled orders from
period to period is not necessarily meaningful and may not be indicative of future actual shipments.

Sources of Supply

The Company, through its subsidiaries, purchases tractors, truck chassis and engines as well as
steel, gearboxes, drivelines, hydraulic components and other industriai parts and suppiies. During 2003,
these products were readily available from a variety of sources in adequate quantities and at prevailing
market rates. However, we have some concerns that certain commodities such as steel and fuel could
have price and availability issues in 2004. A number of the Company’s products are mounted and shipped
with a tractor. Tractors are generally available, but some delays in receiving tractors can occur throughout
the year. No single supplier is responsible for supplying more than 10% of the principal raw materials
used by the Company. The Company sources its purchased goods from foreign and domestic suppliers.

While the Company manufactures many of the parts for its products, a significant percentage of parts,
including most drive iines, gear boxes and hydraulic pumps and motors, are purchased from outside
suppliers which manufacture to the Company’s specifications.

Patents and Trademarks

The Company owns various U.S. and internationa! paterts. While the Company considers its patents
to be advantageous tc its business, it is not dependent on any single patent or group of patents. The
Company amortizes approximately $62,000 annually in patents and trademarks relating to the industriai
segment. The net book value of the patents and trademarks was $887,000 as of December 31, 2003.

Products manufactured by the Company are advertised and sold under numerous trademarks. Alamo
Industrial®, Rhino® M&W®, SMC™, Fuerst®, WicConnel®, Bomford®, SMA®, Schwarze™, Tiger™,
Schulte®, Forges Gorce™, Twose™, Faucheux™, Herschel™, Adams® and Valu-Bil® trademarks are
the primary marks for the Company’s products. The Company also owns cother trademarks, which it uses
to a lesser extent such as Terrain King®, Triumph®, Mott®, Turner®, and Dandl®. Management betieves
that the Company's trademarks are well known in its markets and are valuable and tha! their value is
increasing with the development of its business. The Company actively protects its trademarks against
infringement and believes it has applied for or registered its trademarks in the appropriate jurisdictions.

Environmenta! and Cther Governmental Regulations

The Company is subject to numerous environmental laws and regulations concerning air emissicns,
discharges into waterways and the generation, handling, storage, transportation, treatment and disposal of
waste materials. The Company's policy is to comply with aill applicable envircnmental, health and safety
laws anc regulations, and the Company believes it is currently in material compliance with all such
applicable laws and regulations. These laws and regulations are constantly changing, and it is impossibie
to predict with accuracy the effect that changes to such laws and regulations may have on the Company in
the future. Like cther industrial concerns, the Company’'s manufacturing operations entail the risk of
noncomgliance, and there can be no assurance that the Company will not incur material costs or other
liabilities as a result thereof. The Company knows that the Indianola, lowa property on which its Herschel
facility operates is contaminated with chromium. The contamination likely resulted from chrome-piating
operations which were discontinued several years before the Company purchased the property. The
Ccmpany has been working with an environmental censultant and the state of lowa tc develop and
implement a plan to remediate the contamination. All remediation costs through June of 2002 were paid
by the previous owner of the property pursuant to the agreement by which the Company purchased the
property. The successcr to the previous owner is in Chapter 11 Bankruptcy proceedings and the Company
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filed a claim with the United States Bankrupicy Ceourt for the Western District of Michigan. During the
second quarter of 2002, the Company settled all cutstanding claims including the environmental ciaim with
the successor and applied approximately $100,000 of the overall ssitlement towards the environmenial
reserve. The balance in the environmenta! liability reserve at December 31, 2003 was $155,000. The
amount of potential liabliity has been estimzated by an independent envirenmenta! engineering company (o
be between $100,000 and $250,000.

The Company is subject to various other federal, siate, and locai laws affecting its business, as well
as a variety of regulations relating to such matters s weorking conditions, ecual emplocyment opportunities
and product safety. A variety of stale laws regulate the Company's contractuzl reiationships with its
deelers, some of which impose restrictive standards on the relationship between the Company and its
dealers, including events of default, grounds for termination, non-renewal of dealer contracis and
eguipment repurchase requirements. The Company believes it is currenily in material compliance with all
such applicable laws and regulations.

Employees

As of December 31, 2003, the Company employed 1,634 full-time employees. The SMC
manufacturing facility in the U.S. has a colieclive bargaining agreement which covers approximately 124
emplovees; it expires in the second quarter of 2004. The Company's European cperations, McConnel, -
Bomford, SMA, Forges Gorce and Faucheux aiso have collective bargaining agreements covering 335
persons. The Company's Herschel facility which had a coliective bargaining agreement was decertified by
the union in August of 2002. The Company considers its empioyee relations tc be satisfactory.

Financial Information about Segments

4

See Note 13 of the accompanying consolidated financial statements.
International Operations and Geographic Information

See Note 14 of the accompanying consolidated financial statements.
Aveilable Information

The Company files annual, quarterly and current reports, proxy staiements and other information with
{he Securities and Exchange Comimission (the “SEC"). You may read and copy any document we file with
the SEC at the SEC’s public reference room at 450 Fifih Strest, NW, Washingion, DC 20549. Please czli
the SEC at 1-800-SEC-0330 for infermation on the public reference room. The SEC maintains a website
that conlains annual, quarterly and current reports, proxy and information staiements ancd other
information that issuers (including the Company) fiie electronically with the SEC. The SEC's website is
WWW.SEC.O0VY.

The Company's website is (www.zlemo-grous.com). T he Company meakes zavaileble free of charge
through its website, via a link to the SEC's websile ai www.sec.gov, iis annual report on Form 10-K,
querterly reports on Form 10-Q; current reports on Ferm 8-K and any amendments to these reports filed
or furnished pursuant tc the Securities Exchange Act of 1934, as amended (the “Exchange Act’), 2s soon
as reasonably praclicable after such material is electronically filec with, or furnished to, the SEC. The
Company also makes available, through its website, viz & link to the SEC’s website, statemenis of
beneficiai ownership of the Company's equily securities filed by iis directors, officers, 10% or greater
shareholders and others under Section 16 of the Exchange Act.

The Company makes availabie on iis websile its most recent annua! report on Form 10-K, its quarierly
reporis on Form 10-Q for the current fiscal vear, its most recent proxy statement and its most recent
summary annual report to shareholders, alinough in some cases these documenis are not availasle on
our sile as soon as they are available on the SEC's site. You will need to have on your computer the
Adobe Acrobat Reade® sofiware {o view the documents, wnich are in PDF format. in addition, the
Company posis on ils website its Charters for its Audit Commitiee, Compensation Committee and
Nominating/Corporate Governance Commities as well as its Corporate Governanrce Policies and its Code
of Business Conduct and Ethics for its directors, officers and employees. You can request a copy of these
documents, excluding exhibits, at no cost, by sending ycur reguest o the Corporaie Secretary, Alamo
Group Inc., 1502 E. Wainut Street, Seguin, Texas, 78155, which is the principal executive office of the
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Company. The teleshcne number is 830-379-1480. The information on the Company's website is not
incorporated by reference into this report.

Forward-Looking information

Part | of this Annual Report on Form 10-K and the “Management’s Discussion and Analysis of
Financiai Condition and Results of Cperations” included in Part Il ¢f this Annua! Repert contain forward-
looking statements within the meaning of Section 27A of the Securities Act of 1933 and Section 21E of the
Securities Exchange Act of 1834. in addition, forward-locking statements may be made orally or in press
releases, conferences, reports or otherwise, in the future by or on behalf of the Company.

Statements that are not historical are forward-iooking. When used oy or on behaif of the Company,

the words “estimate,” "believe,” “intend” and similar expressions generally identify forward-looking
statements made by or on behalf of the Company.

Forward-locking statements involve risks and uncertainties. These uncertainties include factors that
affect ali businesses cperating in a global market, as well as matters specific to the Company and the
markets it serves. Particular risks and uncertainties facing the Company at the present include changing
conditions in the Company's North American and European agricultural markets; increased competition in
the Company's business frem competitors; detericration in the Company's industrial market due to
reducec governmentai budgets that could affect their purchases of goods and services; the Ccmpany's
ability to deveiop and manufacture new and existing products profitably; market acceptance of new and
existing products; the Company's ability to maintain good relations with its empioyees; and the ability to
hire and retain quality employees.

In addition, the Ccmpany is subject o risks and uncertairties facing the industry in general, including
changes in business and political conditions and the economy in general in both domestic and
international markets; weather conditions affecting demand; stower growth in the Company's markets;
financial market changes including increases in interest rates and fiuctuations in foreign exchange rates;
actions of competitors; the inability of the Company's suppliers, customers, creditors, public utility
providers and financial service organizations “to deliver or provide their products cr services to the
Company; availability and significantly increased prices of steel, seasonal factors in the Company's
industry; unforeseen litigation; animal diseases such as the mad cow and bird fiu; government actions
including budget ieveis, reguiations and legislation, such as Sarbanes Oxley Act of 2002; legisiation
relating fo the environment, commerce, infrastructure spending, health and safety; and availability of
materials.

The Company wishes to caution readers not to place undue reiiance on any forwarc-lecking staiement
ard to recognize that the statements are not predictions of actual future resuits. Actual resulis could differ
materially from those anticipated in the forward-lcoking statements and from historical results, due to the
risks and uncertainties described above, as well as others not now anticipated. The foregoing statements
are not exclusive and further information concerning the Company and its businesses, including factors
that could potentially materiaily affect the Company's financial results, may emerge from time to time. itis
not possible for managemert to predict all risk factors or to assess the impact of such risk factors on the
Company’s businesses.




Execulive OFicers of the Company

Certain information is set forth below concerning the
whom has been elected to serve uniii the 2004 annual mee
elected and quealified.

executive officers of the Company, each of
ting of directors or untll his successor is duly

Name Age Position
Reneld A, Robinson 52 President and Chief Executive Officer
Rebert H. George 57 Vicg President, Secretary and Treas}urer
Richard J. Weirle 47 Vice President and Corporate Contrclier
Denald C. Duncan 52 Vice President and General Counsel
Ceoffrey Davies 56 Vice President end Managing Cirecior, Alamo

roup (EUR) Lid.

Dougias W. Andersen 60 Executive Vice President, Alemo Croup (USA) inc.
Agricuitural Division

fen Burden 48 Executive Vice President, Aleme Groue (USA) Inc.
Alamo industrial Divisicn

Ronald A. Robinson was appoinied President, Chiel Executive Officer and 2 director of the Company
on July 7, 1988. Wr. Robinson had previously been President of Svedzla Industries, inc. the U.S.
subsidiary of Svedala industries AB of Mzimo, Sweden, 2 leading meanufecturer of eguipment and sysiems
for the woridw'de construction, mineral processing and materiais handiing industries. Mr. Rebinson joined
Svedala in 1882 when it acguired Denver Equipment Company ¢f which he was Chairman and Chief
Executive CHicer.

Robert H. George joined the Company in May 1887 as Vice President and Secretary and has served
the Company in varicus execuiive capacities since that time. Prior to joining the Company, Mr. George
weas Senior Vice President of Frost National Bank from 1978 io 1987.

Richard J. Wehrle has been Vice President and Corporaie Controller of the Company since May
2001. Prior to his eppoiniment, Mr. Wehrle served in various accounting management capacities within
¥
the Company since 1888.

Donzald C. Duncan has been General Counse! of the Company since January 2002 end wes eiecied
Vice President in February 2003. Prior o joining the Company, Mr. Duncan was counsel for various
publicly heid companies in Houston, Texas and most recently was Counsel for ECGL, Inc., from 2000 io
2061 and Weatherford international Inc. from 1987 to 19€8.

Ceoffrey Davies has been Managing Director of Alamo Group (EUR) Ltd. since December 1893 and
was elected Vice President of the Company in February 2003. From 1988 o 1293, Mr. Davies served
McCaonnel Lid., a UK. company acguired by Aiamo Group in 1891, in various capacities including serving
gs its Marketing Director from February 1892 until December 1893.

Douglas W. Anderson has been Executive Vice President of Alamo Croup (USA) Inc. since July 2001
and manages the Agricultural division. Prior to his appoiniment as Exscutive Vice President, V.
Anderson was Vice President for Telemotive Industrial Controls since 1897.

lan Burden has been Executive Vice President of Alamo Group {USA) Inc. since January 1894 and
manages the Alamo Industrial division. Since 1981 Mr. Burden served in various sales and markeiing
capaciies for Bomford Turner, Lid., a U.K. company acguired by Alamo in 1883.




item 2. Properties

At December 31, 2003, the Company utilized seven principal manufacturing plants located in the
United States, five in Zurope, one in Canada, and one in Australia. Listed below are the facilities:

Facility Sguare Principal Tvpes of Products Manufactured Ancl
Footage Assembled

Gibson City, flinois 235,000 Owned Mechanical Mowers for Rhino and M&W, Hay Balers and Dazp
Tillage Equipment

Seguin, Texas 230,000 Owned Hydraulic and Mechanical Rotary and Flail Mowers, Sickle-Bar
Mowers, and Boom-Mounted Equipment for Alamo industrial

Indianola, lowa 200,000 Owned After Market Farm Equipment Replacement and Wear parts for
Herschel/Valu-Bilt

Ludlow, England 160,000 Owned Hydraulic Boom-Mounted Hedge and Grass Cutters and other
Equipment for AMcConnel and Twose

Holton, Kansas 150,000 Owned Mechanical Rotary Mowers, Blades and Post Hole Diggers for
Rhino

| Chartres, France 136,000 Owned Front-end Loaders, Backhoes and Attachments for Faucheux
Huntsville, Alabama 100,000 Leased Air and Mechanical Sweeping Equipment for Schwarze
36,000 Owned

Salford Priors, England 106,000 Owned Tractor-Mounted Power Arm Flails and other Eguipment for
Bomford and Twose

Sioux Falls, South 60,000 Owned Hydraulic and Mechanical Mowing Equipment for Tiger

Dakotz

Sioux Falls, South 59,000 Owned Front-end Loaders and Backhoes for OEM, SMC and Rhino

Dakota

Englefeld, 46,000 Owned Mechanical Rotary Mowers, Snow Blowers, and Rock Removal

Saskatchewan Canada Equipment for Schuilte

Orleans, France 40,000 Owned - Heavy-Duty, Tractor-Mounted Grass and Hedge Mowing
Equipment for SMA

Queensland, Australia 15,000 Leased Air and Mechanical Sweeping Equipment for Schwarze

Peschadores, France 12,000 Owned Manufactures Replacement Parts for Blades, Knives and

Shackles by Forges Gorce

Warehouses & Sales 58,000 Owned Service Parts Distribution and Szles Office
Offices 2,200 L eased
Total 1,643,200

Approximately 87% of the manufacituring, warehouse and office space is owned. The Company
closed its manufacturing facilities in Guymon and Wakita, Oklahoma orn November 30, 2001. The
Guymon facility is currently an asset held for sale and the Wakita facility was sold on January 15, 2003.
During the first quarter of 2003 the Company closed its warehouses in Waco, Texas and Sparks, Nevada.
Except as otherwise stated hereir, the Compzny considers each of its facilities to be well maintained, in
good operating condition and adeguaie fcr its present ievei of operations.
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ttem 3. Legal Proceedings

The Company is subject o various legal actions, which have arisen in the crdinary course of ils
business. The most prevalent of such actions relate to product liabllity which is generally covered by
insurance. While amounis claimed might be substential and the uliimate liabiiity with respect to such
litigation cannot be delermined at this time, the Company believes that the ultimate ouicome of these
matters will not have a material adverse effect on the Company's consolidaled financiz! position.

ltem 4. Submission of Malters io 2 YVote of Sacurity Holders

No matter was submitied to & voie of security holders of the Company during the fourth quarter of the
fiscal year ended December 31, 2003.

PART i
ftem 8. Market for Reglstrant’s Common Stock and Related Stocxkholder Matters

The Compzany's common stock trades on the New York Stock Exchange under the symbol: ALG. On
February 27, 2004, there were €,727,059 shares of common stock oulstanding, held by approximately 160
holders of record. The total number of beneficial owners of the Company's common stock exceeds this
number. On February 27, 2034, the cicsing price of the common stock on the New York Stock Exchange
was $18.17 per share.

The following table sets forth for the pericd indicated, on a per share basis, the range of high and low
sales prices for the Company’s commeon stock as guoied by the New York Stock Excharge. These price
quotations reflect inter-dealer prices, without adiustment for retail mark-ups, markdowns or commissicns,
and may not necessarily represent aclua! iransactions.

High and low stock prices for the last two fiscal years were:

2003 2002

Cash ) Cash

Sales Price Divicends Sales Price Dividends

Quarter Endad High Low Daclared Quarter Ended High Low Ceclared
March 31, 20C3 $ 42.47 $ 1125 § .06 March 31, 2002 $ 1650 $ 1350 $ .06
June 30, 2003 12.25 11.40 .08 June 30, 2002 17.15 15.00 .06
September 30, 2C03 14.92 12.05 .08 Sepiember 30, 2002 16.40 12.30 .06
December 31, 2003 15.81 14.20 .06 December 31, 2002 12.75 11.25 .06

Cn January 2, 2004, the Board of Directors cf the Company declared a guarterly dividend of $.08 per
share which was paid on February 4, 2004, to hoiders of record as of January 16, 2004. The Company
xXpects to coniinue its policy of paying regular cash dividends, although there is no assurance as to fulure
dividends as they depend on fulure earmings, capita! requirements and financial condition. In addition, the
payment of dividends is subject to restrictions under the Company's bank revoiwving credit egreement. See
“Management’s Discussion and Analysis of Financial Condition and Resuits of Operations - Liquidity and
Czpital Rescurces” in tlem 7 of Part Il of this Annual Repoft on Form 19-K for a further description of the
bark revolving credit agreement.

Securities autherized for issuance under equity compensation plans are incorperated in this ltem 5, oy
reference tha! portion of the Company's definitive proxy statement for the 2004 Annual Meeting of
Slockholders, which appears under the caplion “Aggregated Option Granis and Exercises in Last Fiscal
Year and Fiscal Year-end Opticn Values.”




item 6. Selected Financial Dats

The following selected financial data is derived from the consolidated financial statements of Alamo
Group inc. and Subsidiaries. The data should be read in conjunction with the consolidated financial
statements, related notes and other financial information inciuded herein.

Fiscal Year Ended December 31,0

(in thousands, except per share amounts) 2003 2002 2001 2000 1999

Operations: '
Net sales $ 279,078 $ 259435 § 246,047 $ 215874 $ 176,608
income before income taxas 12,972 9,774 16,608 15,890 9,696
Net income 8,038 6,382 10,812 10,770 6,102
Percent of sales 2.9% 2.5% 4.4% 5.0% 3.5% -
Earnings per share ‘

Basic 0.83 0.66 1.11 1.11 0.63

Diluted - 0.82 0.65 1.4 1.11 0.63
Dividends per snare 0.24 0.24 0.24 0.24 0.34
Average common shares :

Basic 9,721 9,713 . 9,706 0,698 9,722

Diluted 9,789 9,789 9,787 9,759 9,728
Financial Position:
Total assets $ 195067 $ 191,222 $ 185,021 $ 173,408 $ 132,785
Short-term debt and current maturities 1,615 2,583 3,013 1,484 526
Long-term debt, excluding current 14,378 27,833 36,315 30,355 5,469

maturities
Siockholders’ equity $ “44067 $ 130478 % 121,813 $ 114,538 $ 108,030

" Inciudes the results of operations of companies acquired from the effective dates of acquisitions.

ltem 7. Managementi’s Discussion and Analysis of Financial Condition
And Results of Operations

The following discussion should be read in conjunction with the consolidated financial statements of
the Company and the notes thereto included elsewhere in this Annual Report on Form 16-K.

The following (ables set forih, for the periods indicated, certain financial data:

Fiscal Year Ended December 31,

Sales data in thousands: 2003 2002 2001
North American
Agricultural $ 108,075 $ 110,784 $ 97,978
Industrial : 104,801 100,805 108,001
Zuropean 66,202 47,746 40,068
Total net sales $ 279,078 $ 258,435 $ 246,047

Cost and profit margins, as percentages of nei sales:

Cost of sales 78.6% 79.4% 75.8%
Gross margin 21.4% 20.6% 24.2%
Seliing, general and administrative expense 16.4% 16.2% 16.3%
Income from operations v 5.0% 4.4% 7.9%
Income before income faxes 4.7% 3.8% 6.8%

Net income 2.8% 2.5% 4.4%




Results of Operations
Fiscal 2003 compared to Fiscal 25602

The Company's net sales in the fiscal year ending December 31, 2003 (“2003") were $279,078,000,
an increase of $19,643,000 or 7.6% compared to $25¢,435,000 for ine fisca! vear ended December 231,
2002 (“2002"). The increase in sales was primarily adributable equally to both internal growih in our
European operetions and the acquisitions of Faucheux on November 14, 2002 and Valu-Bilt on April 5,
2002.

Norin American Agriculiural saies (Net) were $108,075,0C0 in 2003 compared o $110,784,000
in 2002, representing a decrease of $2,708,000 or 2.4%. The revenue decline reflecied
continued weak market conditions throughout 2003. Increased fuel prices and the oulbreak of
war in Irag during the first quarier had a negative impact on consumer spending. The U.S. Farm
Bilt enacted in 2002, did not begin o have a significant impact untii late in the first cuarter of
2003. The Company began to see some recovery during the feurth guarter with increased new
crders, particularly in the Company's Rhinc product line. Herschel/Valu-Bili aftermarket
replacement paris business showed improved sales in both the wholesale ang relail lines.

North American Industrial sales (Net) in 2003 were $104,801,000 compared io $100,905,000 in
2002, a $3,896,000 or 3.9% increase. Most of the growih came from szles of Schwarze
sweepers mainly to dealers for governmental entities and related coniraciors. Budget constraints
at state government agencies as well as city and other municipaities, continued to afect
indusirial mower sales, which have remzained below historical levels since the second guarter of
2002.

Eurcpean sales (Net) increased $18,455,00C or 38.7% to $66,202,00C in 2003 compared fc
$47,748,000 in 2002. The increase was a result of the acguisition of Faucheux and internal
sales growih from new product infroductions and aggressive marketing initiatives desoite
siuggish market conditions in France, which was effected by drought conditicns during the soring
and summer of 2003. in addition, the strength of the exchange rate ¢f the British Pound and the
Euro compared to the U.S. dollar further zided the increase on the Company's foreign
operations.

Gross Margins for 2003 were $58,762,000 (21.4% of net sales) compared to $53,544,000 (20.5% of
net sales) in 2002. Margins increased mainly frem lower production overhead cosis as the Company
continued {o improve on its operationa! efficiencies. This increase was tempered by declines in sales of
higher margin products as well as higher discounts and incentives offered to customers in the Indusirial
and Agriculiural segments. The Company began to reduce its workforce in the second quarier of 2002,
streamiine plant utilization and consolidated the Valu-Bili and Herschel coperations, alt resuliing in
improved gross margins.

Selling, general and adminisirative expenses (“SG&A”) were $45,775,000 (168.4% of net sales) in 2003
compared to $42,112,000 (16.2% of net sales) in 2002. The increase of $3,663,000 over 2002 wes
primarily due to a full year of expenses from the addition of Valu-Bili and Faucheux in the amount of
$2,228,000. Also included is an expense of $1,235,000 relaiing to higher exchange rates in 2003 on the
Company's foreign cperations.

Interest expense for 2003 was $1,068,000 compared o $2,426,00C in 2002, a $458,000 or 18.9%
decrease. The reductions refiect reduced borrowings and lower interest rates compared to 2602.

Cther Income {expense), net in 2003 reflected income of $475,000 versus income of $265,0C0 in
2002. Buring the second guarter of 2003, the Company soid surpius land adjacent (o its Texas facility and
recorded a $365,00C gain. The Company alsc recorded a $200,000 expense relating {o a reduction in its
machinery and equipment value in its assets held for sale loceled in Guymon, Ckighoma. The Company
reported increased income in 2003 from exchange rate gains on foreign contracts on accounts receivable
transactions in our European operations in the amount of $370,000.




Provision for Income Taxes was $4,934,000 (38.0%) for 2003 compared to $3,352,000 (34.8%) in
2002. The increzse in the perceniege was mainly a reflection of increasec state taxes in the U.S. during
2C03.

Net Income for 2003 was $8,038,0CC compared tc $8,382,000 in 2002 due fc the factors described
ebove.

Fiscal 2002 comparsd to Fiscal 2007

The Ccmpary's rat saies in the fiscal year ending December 31, 2002 (“2002"} were $258,435,000C,
an increase of $13,388,000 or 5.4% compared to $246,047,000 for the fiscal year ended Decemizer 31,
2001 (“2001"). The increase in sales was afiributabie to the acquisition of Valu-Bilt in April 2602 and
Faucheus in November 2002 as weil gs a full year of SMC saies which was acquired in August 2001.
Internai sales within the Company fell 8.6%.

North American Agricutiurai Sales (Net) were $11C,784,000 in 2002 compared to $37,978,000 in
2001 representing an increase of $12,806,000 or 13.1%. The increase was primarily from 2 full
year of SMC sales which was refiected for orly four menths in 2001 and the acquisition of Valu-
Bift. The Company experienced scoft market conditions throughout the vear as well as drought
conditions in the mid-west section of the United Siates and wesiern Canada. A decline in net
farm income and the delay in receiving benefits from the United States Depariment of Agricuiture
2002 Farm Bill were aiso negative factors that affecied the market.

North American [ngustrial Seles {Net) in 2002 were $100,8C5,00C compared to $108,001,600 in
2001, a $7,088,000 or 6.8% decrezse. During the last three guariers of 2002, sales of mowing
products in this business sector have falien approximately 30% due primarily to a continuing
decline in new orders from siate governmenia! agencies. Nearly every siale experienced budget
shorifails in 2002 and ihis trend is expected to continue ir 2003. Sazles of Schwearze sweepers
held up better than our industriai mowers, but direct sales ic contractors continued to be soft due
to extremely competitive conditions, increased operating costs due primarily o fuel cost

increases anc the weak economy.

European Sales (Net) increased $7,678,000 or 19.2% to $47,746,000 in 2002 compared to
$40,068,000 in 2001. The increase is mainly from the acquisition of Fauvcheux and improved
market conditions previcusly adversely affected by the foot and mouth disease in the UK. Szles
in other Eurcpean markets, perlicularly France, performed weil despite sluggish market
conditiors.

Gross margins for 2002 were $53,544,000 {20.6% of net sales) compared to $59,529,000 {24.2% of
net sales) in 2001. More than half of the decrease in gross profit was attribuiable to the decline of higher
margin sales in the industrial marketl. Additionally, tc a iesser exient, the Company coniinued to incur
higher property and casually insurance premiums, increased warranty expense and hicher costs of raw
materiais, especially steei which was affected by U.S. tariffs enacted in 2002 on imported steel. in the last
three querters of 2002, the Compeny irimmed production overhead costs by regucing workforce as well as
consoiidating cur Herschel and Valu-Bijt operations and the closure of one warehouse in Texas in the third
guarter.

Selling, genera! and administrative expenses (“SG&A”) were $42,112,000 (16.2% of net sales) in 2002
compared to $4C,173,000 (18.3% cf net sales) in 2001. The increase of $1,839,000 over 2001 primarily
resulted from the edditions of SMC for & fuil year in 2002 of $873,000, as well as $798,000 relatec to the
acquisitions of Valu-Biff and Faucheux. Also, the Company incurred relocation expenses for the
combining of the Valu-Bilt and Herschel facilities in the amount of $497,000 and a full year of depreciation
expense of $420,300 from the Company's Enierprise Resource Planning ("ERP") project. The Company
did rot emortize goodwill dusing 2002 cue io the adoption of FAS142, which resuited in a reducticn of
amortization expense of $1,732,0C0.




Interest expense was $2,428,000 in 2002 comparsd to $3,284,000 in 2001, an $858,000 or 26.1%
decrease. Lower borrowings and interest rates in 2002 compared o the grior year were the main reasons
for the decrease.

Cther Income (expense), net was income of $265,000 in 2002 compared to an expense of $75,000 in
2002. The significant change was all due io exchange rale gains on foreign contracis on accounts
receivable transactions in our Eurcpean operations.

The Company's net income for 2002 was $6,382,000 compared tc $40,812,000 in 2001 due largely to
the factors described above.

Liguidity and Capita] Resources

In eddilion to norma! operating expenses, the Company has ongoirg cash requirements, which are
necessary 6 conduct the Company's business including inventory purchases and capital expenditures.
The Compzny's inventory and accountis payable levels typically bulid in the first quarter and earty spring of
" the year and, to a lesser extent, in the fourth quarter in anticipation of the spring and fail selling seasons.
Acceunts receivebie historically build in the first and fourth quarters of each year as a resul: of preseason
sales. These sales help balarce the Company's preduction during the first and fourth guariers.

As of December 31, 2003, the Company had working capital of $100,968,000, which represents a
decrease of $1,421,000 from working capita!l of $102,286,00C as of December 31, 2002.

Capital expenditures were $4,865,000 for 2003, compared to $5,479,000 for 2002, Capital
expenditures for 2004 are expected t0 be in line with or slightly above 2003. The 2003 amount included
the purchase on July 7, 2003 of the land and buiiding where the Company's Tiger operation is iocated in
Sioux Falis, South Dakola. Tiger was acquired in December of 1884 and the land and builcing were
leased at tha! time under a ten vear capitel lezse. The purcnase price was $1,780,00C and inciuded
cancellation of the remaining term of the lease through December 2004, The Company expects to fund
capital expenditures from operating cash flows or through ils revolving credit facilily, described below.

The Company was authorized by its Board of Directers in 1897 to repurchase up tc 1,000,000 shares
of the Company's common steck to be funded through werking capital and credit facility borrowings. No
shares were repurchased in 2002 or in 2003. The autnorization to repurchase shares remains available.

Net cash provided by operating aclivities was $18,228,000 for 2003, compared o $27,598,000 for
2002. The dscrease of cash from operating activities resulied primarily from higher accounts receivable
due io increased cusiomer demands for the Company's preduct during the fourth quarter. [n 2002, the
Company had significant cash from operaling activities mainly dus to reduced inventory and higher
accounts payable and accrueg liabilities from the Velu-Bill and Faucheux acquisitions.

Net cash used by financing activities was $16,566,000 for 2003, compared fo net cash used of
$11,337,000 for 2002. The increase was mainly the pay down on the Company's revolving line of credit.

The Company entered into a $70,000,000 contractually commited, unsecured, leng-term bank
revolving credit facility en August 31, 2001, under which the Company could borrow and repay until
Sepiember 30, 2003, with interest al variable raie options based upen Prime or Libor rates, with such
retes either floating on a daily basis or fixed for pericds up tc 180 days. Proceeds may be used for
general corporale ourposes or, subject to certain limitations, acquisition activities. The lgan agreement
contains the following financial covenanis; Minimum Fixed Charge Coverage Ratio, Minimum
Consclidated Tangible Net Worth, Consolidaied Funded Debt {o EBTDA Ratio, and Minimum Asse!
Coverage Ratio, and limitations on dividends, indebtedness, liens and invesimenis. For more information
the unsecured Revolving Credit Agreement was filed on September 39, 2001 on Form 10-Q as shown in
the Exhibits to this filing. Cn September 26, 2002 but eFective August 31, 2002, the Company and its
lenders agreed (o extend the final maturity of its long-term revolving credit facility to August 31, 2004. As
of December 31, 2003, there was $14,000,000 borrewed under the revolving credit facility. At December
31, 2003, $2,880,000 of the revolver capacity was commitied (o irrevocable siandby letiers of credit issued
in the ordinary course of business s reguired By vencdors’ conlracts. There are three smailer edditiona!
lines of credit, one for the Company’s Zurcpezn operztion in the amount of 4,000,000 British pounds, cne
for cur Canadian operzation in the amount of 3,000,000 Ceanadian doliars, ang one for cur Austraiia
operation in the amount of 1,300,000 Australian dollars. The Austraiian facility is secured by a letter of
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credit issued oy the Company. As of December 31, 2003 there were no British pounds borrowed against
the Eurcpean iine of credit, 720,000 Canadian doliars against the Canadian iine of credit and 500,0C0
Australizn dollars outstending under its facility. The Canadian revolving credit facility is guaranteed oy the
Company. The Company's borrowing levels for working capital are seasonal with the greatest utilization
generally occurring in the first quarter ana early spring.

At March 31, 2003, the Company was in technical default with one of its financial covenanis under its
$70,00C,000 Revclving Credit Agreement. The Company fell shert in mesting its first quarter 2003
operating leverage ratio (as defined by the Revolving Credit Agreement) which was based on {ctal funded
debt to cperating casn flow or Earnings Before Interest, Taxes, Depreciation and Amortization (*EBITDA").
Effective May 1, 2003, the Company obtzined a waiver for the first quarter of 2003 through June 15, 2003.
Effective June 13, 2003, the Company and its lenders entered into an amendment to the Revolving Crecit
Agreement. The principal changes were an increase in operating leverage ratio from 2.5 to 1 to 3.0 to
and extending the final maturity one year tc August 31, 2005. The amendment in its entirety was fiied, s
an exhibit {o the Company's 10-Q for the guarter ending June 30, 2003. As of December 31, 2003, the
Company is in compiiance with the terms and conditions of its credit faciiities.

inflation

The Company selieves that inflaticn generaily has not had a material impact on its operaiions of
liguidity to date. However, the Company has experienced significant cost increase in steel, fuel ard
medical expense in the last quarier of 2003 and the first quarter of 2004. if this frend continues through
2004 at these current levels, it wir have an impact on our customers.

New Accounting Standards and Disciosures

in June 2001, the Financial Accounting Standards Board issued Statement No. 141, "Business
Combingtions” {(FAS 141), and Statement No. 142, "Goodwill and Other Intangible Assets” (FAS 142).
FAS 141 recuired the purchase method of accounting to be used for ali business combinations initiated
after June 30, 2001. Use of the pooling-of-interests method is prohibited. FAS 141 also provides new
criteria to determine whether an acguired intangible asset should be recegnized separately from goodwill.

Upcen adoption of FAS 442, amortization of existing goodwill ceased and the remaining book value is
tested for impairment at least annually at the reporting unit level using a detailed impairment test.
Provisions of FAS 142, states that any impairment loss identified upon adoption of this standard, is
recognized as & cumulative effect of a change in accounting principle. Any impairment loss recegnized of
FAS 142 is reccrded as a charge to current period earnings.

On Jaruary 1, 2002, the Company adopted statement FAS 142 and established its annual review for
impairment as of December 31. Based cn the anaiysis completed, at December 31, 2003, the Company's
review indicated no impairment of Goodwill and Other intangible Assets and no write-off was required.
The Company will review for impairment on an annual basis or more frequently if deemed necessary. At
December 31, 2003, the net book vaiue of goodwill was $21,677,000 and at December 31, 2002, the net
book value was $19,875,000. The increase was all due to changes in currency exchange rates.




The foliowing table shows the effect of the adoption of FAS 142 on the Company’s net income as of
Secember 31, 2003, 2002 and 2001 as if the adeption had occurred on January 1, 2000:

Actuel Actual Pro-forme
Decomber 31,

(in thousands, except earnings per share) 2003 280 2004
Net Income ~ as reporied $ 8038 § 5,382 $ 10,812
Amartization (net of tax) — —_ 1,129
Adjusted Net Income $ 8038 % 6,382 $ 14,041
Basic Earnings per share — as reported $ 083 % 055 $ 1.11
Amcrtization (net of tax) —_— — 0.12
Adjusted Basic Earnings per share $ 083 % 066 $ 1.23
Diluted Earnings per share — as reported $ 082 % 055 $ 1.11
Amocrtization (net of tax) — — 0.12
Adjusted Diluted Earnings per share $ 0.82 $ 065 $ 1.23

The FASB issued FAS No. 144, “Accouniing for the Impairment or Bisposal of Long-Lived Assels,”
(FAS 144} in August 2001. FAS 144 supersedes SFAS No. 121, “Accouniing for the Impairment of Long-
Lived Assels and for Long-Lived Asseis to 3e Disposed Of " and other reiated accounting guidance. FAS
144 is effeclive for financial statements issued for fiscal years beginning after December 15, 2001, and
interim periods within those fiscal years, with eary appiication encouraged. The provisions of this
Statement generally are to be applied prospectively. The Company adopted FAS 144 in the first guarter of
2002. The Company has evaluated ine efiect of the adoption of FAS 144, and the Company believes it
does not heve a material impact to its consolidated financial staiements.

In Aprii 2002, the Financial Accounting Stardards Board issued Siatement of Financial Accounting
Stancards No. 145, Rescission of FASB Statementis No. 4, 44, and 64, Amendment of FASB Statement
Ne. 12, and Technical Corrections (“Statement 145"). Statement 145 rescincs FASB Statement No. 4,
Reporting Gains and Losses from Exiinguishment of Debt, and an amendment of that Siatement, and
FASB Statement No. 84, Exiinguishments of Debt Viade io Satisfy Sinking-Fund Reguirements.
Stetement 145 also rescinds FASB Statement No. 44, Accounting for Leases, to eliminate an
inconsistency belween the reguired accounting for sale-leaseback transaclions and the reguired
accounting for certain lease modifications that have economic effecis that are similar {o sale-icasebacik
iransactions. Statement 145 alsc amends other existing authoritative pronouncements to make verious
technical corrections, clarify meanings, or describe their epoficabilily under changed conditions. Early
adoption of Statement 145 is encouraged and may oe as of the peginning of the fiscel year or as of the
beginning of the interim period in which the statement was issued. The Company elected to early edopt
this statement effective January 1, 2002. Menagement does not believe adoption of this statement
materially impacted the Company's financial position or resulls of operaticns.

In July 2002, the Financial Accounting Standards Board issued Statement of Financial Accounting
Standards No. 148, Accounting for Costs Associated with Exit or Disposal Activities (“Statement 146").
Stetement 146 addresses the accounting and reporting for costs associated with exit or disposal activities
end nullifies Emerging Issues Task Force (“EITF") issue No. €4-3, “Liability Recognition for Certain
Employee Terminations Benefits and Cther Costs to Exit an Activity.” !t alsc substantially nullifies EITF
issue No. 88-10, “Costs Associated with Lease Modification or Termination.” Statement 146 is effective
for exit or disposal activilies initiaied after December 31, 2002. Manzgement does not belisve that
adontion of this statement will materially impact the Company’s financia! position or results of operations.

in November 2002, ihe Financial Accounting Standards Board issued interpretation No. 45,
Gueranior's Accounting and Disclosure Reguirements for Cuaraniees, Inciuding Indirect Guarantiees of
indevtedness of Cthers (“the Interpretation”). The Interpretation zpplies to contracts or indemnifications
agreements that contingently require the guarantor to make paymenis to the guaranteed party based on
cnanges in an unaerlying that is relaied to an asset, liability, or an eauity securily of the guaranteed party.
The [nterpretation’s disclosure reguiremenis are effective for financia! statements of inierim or annual
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periods ending after December 15, 2002. The Interpretaiion’s initial recognition and initial measurement
provisions are applicable on a prospective basis to guarantees issued or modified efier December 31,
2002, irrespective of the guarantor’s fiscal year-end. The Company adopied the disclosure reguirements
of this Interpretation for its 2002 annual report. Management believes there is no impact on the
Company's financial position or result of operations.

On December 31, 2002, the Financial Accounting Standards Board issued Statement of Finencial
Accounting Standards No. 148, Acccuniing for Stock-Based Compensation — Transiticn and Disciosur
(“Statement 148"). Siatement 148 amends Financial Accounting Standards No. 123, Account for Slock-
Based Compensation (“Statement 123”), to provide alternative methods of fransition o Statement 123's
fair value method of account for stock-based employee compensation. Statement 148 alsc amends the
disclosure provisicns of Statement 123 and Accounting Frincipais Board Opinion No. 28, interim Financial
Reporting, to require disclosures in the summary of significant account policies of the effects ol an entity's
accounting policy with respect to stock-based empicyee compensation on reported net income and
earnings per share in annual and interim financial statements. Statement 148 does not amend Statement
723 to require companies to account for employee stock options using the fair veiue methed. The
Company adopied the disclosure provisions required in Statement 148 and have provided the necsssary
disclosures within Note 1 of the financial statements.

In January 2003, the Financial Accounting Standards Board ("FASB”) issued inlergretation No. 48
(‘FIN 46"). “Consoiidation of Variable Interest Entilies,” and in December 2003 issued a revised
interpretation. (“FIN 46R”). FIN 46 and FiN 46R address the acccunting for, and disclosure of invesiments
in variabie interest entities. The Company’'s adoption of FIN 48 and FiN 46R during 2003 did nct have a
significant effect on our financial position or results of operations.

Off-Balance Sheet Arrangements

The Company dees not have any obligation under any transactior, agreement or other contractuat
arrangement to which an entity unconsolidated with the Company is party, thet has or is reascnably jikely
to have a material effect on the Company's financial condition, changes in financial condition, revenues or
expenses, results of operations, liquidity, capital expenditures or capital rescurces that is materia: io.
investors.

Contractual and Qther Obligations

The following table shows the Company's approximate obiigations anc commitments to make fuitre
payments under contractual obligations as of December 31, 2003:

Payment due by pericd

{in thousands) ' Less than -3 35 Hore than
Contractuai Obligations Total 1 Year Years Years § Years
Long-Term Debts Obligations $ 15354 & 1,330 § 14,000 $ 24§ —
Capital Lease Obligations 640 288 352 — —
Operating Lease Obligations 2,672 1,592 1,081 19 —
Purchase Obligations 33,352 33,352

Total 52,018 36,562 15,413 43 —

Definitions:

(A) Long-Term Debt Obligaticn means a payment obligaticn under icag-term borrowings referenced
in FASB Statemeni of Financial Accounting Standards No. 47 Disclosure of Leng-Term
Obligations (March 1981), as may be modified or supplemented.

(B) Capital Lease Obligation means a payment obligation under a iease classifiec as a capiia: lease
pursuant to FASB Statement of Financial Accounting Standards Ne. 13 Accounting for Leases
{November 1676}, as may be modified or supplemented.

(C) Operating Lezse Cbligation means a payment cbligation under a lease classified as an operating
lease and disclosed pursuant to FASB Statement of Financial Accounting Standards No. 13
Accounting for Leases (November 1976), as may be modified or supplemented.
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(D) Purchase Obligations represent an esiimate of goods and services to be purchased under
outstanging purchase crders not refiected on the Company's balence sheet.

in addition, the Company sponsors various pension plans that may obligate us to make
contributicns to the plans from time to time. We expect to make a cash contribution to our pension
plans in 2004, and contributions required for 2005 and future vears will depend on a number of
unpredictable fectors inciuding the merket performance of the plan's assels and future changes in
interest rates that affect the acituarial measurement of the plan’s obiigations.

Critical Accounting Eslimates

Management's Discussion and Analysis of Financial Condition and Results of Operations is based
upon our Consclidated Financial Statements, which have been prepared in accordance with GAAR. The
preparation of these financial stalements reqguires management 0 make estimates and assumptions that
affect the reporied amounts of assets, liabilities, revenue and expenses, and related disclosure of
contingent assets and liabilities. Management bases its estimates on historical experience and on various
cther assumptions that are believed {0 be reasonabie under the circumstances, the resuils of which form
the basis for making judgments about the carrving values ¢f assels and liabilities that are not readily
apparent from other scurces. Actual resulls may differ from these estimates under different assumptions
or conditicns.

An accounting policy is deemed to be critical if it requires an accouniing estimale to be made based
on assumptions apout matlers ihat are highly unceriain at the time the estimate is made, and if cifferent
estimates tha! reascnably could have been used, or changes in the accounting estimates that are
reasonably likely to occur periodically, could materiglly impact the financial stetements. Management
believes the foilowing critical accounting policies reflect its more significant estimates and assumptions
used in the preparation of the Consolidated Financial Statements. For further information on the critical
accounting policies, see Note 1 of our Notes ic Consolidate Financial Statements.

Critical Accounting Policies
Alloweance for Doubtful Accounts

The Company evaluates the coiiectibility of its accounts receiveble based on a combination of facters.
in circumstances where it is eware of a specific customer's inability to meet its financial obligations, it
records a specific reserve to reduce the amounts recorded (o wnat it believes will be collected. For ali
other customers, it recognizes reserves for bad debt based on historical experience of bad debis as a
percent of revenues for each business unit, adjusted for reiaiive improvements or deieriorations in the
egings anca changes in current economic conditicns.

The Company evaluates all aged receivables that are over 60 days oid and will reserve specifically on
a 90-day basis. The Company has a secured interest on most of its wholegoods each cusiomer
purchases. This allows the Company, in times of a difficult econcmy when the cusiomer is unable to pay
or has fited for bankruptcy (usualiy Chepter 11), to repossess the customer’s inventory. This allows Alamo
Croup o maintain only a reserve over its cost whichh usualy represents the margin on the original sales
price.

The bad debt reserve balance was $1,708,000 at December 31, 2083 and $1,733,000 at December
31, 2002.

Sales Discounts

At December 31, 2003 the Company had $4,340,000 in reserves for szies discounts compared (©
$5,414,000 at December 31, 2002 on product shipped o cour customers under various promotional
programs. The decrease was due primarily from lower discount accruals given on the Company's Rhino
and ME&W preducts during the pre-sgason pregram, which ran from September o December of 2003.
The Company reviews the reserve quarteriy based on analysis made on each program ouistanding at the
time.
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The Companry bases its reserves on historical data relating to discounts taken by the customer under
each program. Historically between 85% and 95% of the Company's customers whe qualify for each
program actually take the discount that is available.

{nventories - Obsolescence and Sfow Moving

The Company had $4,613,000 at December 31, 2003 and $4,454,000 at December 31, 2002 in
reserve {0 cover absolescence and sloew moving inventory. The increase was mainly due to exchange
rate fluctuations. The obsolescence and slow moving policy states that the reserve is {o be caiculated on
a basis of: 1) Inventory with a quantity on hand and no usage over a three year period is deemed oktsolete
and reserved at 100 percent and 2) siow moving inventory with little usage requires a 100 percent reserve
on items that have & guaniity greater than a three year supply. There may be exceptions to the obsolete
and slow moving classifications if approved by an cfficer of the Company based on specific identification
of an item or items thai is deemed to be either included or excluded from this classificaticn.

The reserve is re\)iewed and if necessary, adjustments are made on a quarterly basis. The Company
relies on historical infcrmation to support its reserve. Once the inventory is written down, the Company
does not adjust the reserve balance until the inventory is sold.

Warranty

The Company's warranty policy is generally to provide its customers warranty for up to one year on al!
wholegood units and 80 days for paris.

Warranty reserve, as a percent of sales, is calculated by looking at the current twelve months
expenses and prorating that based on twelve months sales with a six month lag period. The Company’s
historical experience is that 2 customer takes approximaiely six months from the time he receives the unit
and puts it into operation to file any warranty claim. A warranty reserve is established for each different
marketing group. Reserve balances are evaluated on a quarterly basis and adjustments made when
required,

" The warranty reserve balance was $3,093,000 at December 31, 2003 and $2,898,000 at December
31, 2002. The increase was related to the growth in sales and a higher claims experience primarily in the
industrial division.

item 7A. Quantitative and Qualitative Disclosures About Market Risks

The Company is exposed to varicus financial market risks. Market risk is the potential loss arising
from adverse changes in market prices and rates. The Company does not enter into derivative or other

financial instruments for trading or speculative purposes.
Foreign Currency Risk
International Sales

A portion of the Company’s cperations consists of manufacturing and sales activilies in international
jurisdictions. The Company primarily manufactures its products in the United States, the U.K., France,
Canada and Australia. The Company sells its products primarily within the markets where the products
are produced, but certain of the Company's sales from its U.K. operations are dencminated in other
European currencies. As a resuit, the Company’s financials, specifically the value of its fcreign assets,
could be affected by factors such as changes in foreign currency exchange rates or weak economic
conditions in the other markets in which the subsidiaries of the Company distribute their products.

To mitigate the short-term effect of changes in currency exchange rates on the Company’s functional
currency-based sales, the Company’'s U.K. subsidiaries reguiarly hedge by entering into foreign exchange
forward contracts tc hedge approximately 80% of its future net foreign currency cash receipts over a
period of six months. As of December 31, 2003, the Company had $2,090,000 outstanding in forward
exchange contracts related to accounis receivable; additicnally, there was an exchange contract of
$13,307,000 reiating to a short-term inter-company cash ftransfer from the UK. to the U.S. A 15%
fluctuation in exchange rates for these currencies would change the fair value by approximately
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$2,311,000. However, since these coniracis hedge foreign currency denominated frarsactions, any
change in the fair value of the coniracts should be offset by changes in the underlying value of the
fransaciion being hedged.

At January 1, 2003, the foreign currency hedge agreements were in a favorable position by
aoproximately $8¢,000. In accordance with the provisions of FAS 133, the nei-of-tax on January 1, 2003,
was a gain of $60,000 in accumuiated other comprehensive income with a deferred income tex liability of
$32,000. At December 31, 2003, the fair value of the hedge agreements was eiso in a favorable position;
tnerefore, the derivative financia! instruments were recorded as an asset of $128,000. Accumuiated other
compreheansive income was adjusted to an accumulated gain of $82,000 and the deferred income tax was
adjusted to a $46,000 tax liabliity. As the hedge agreements are deemad io be effective cash flow
hedges, there was no income slatement impact related o hedge ineffeciiveness. The Company has
reclassified approximately $60,0600 of existing gains in accumulated other comprehensive income, net of
taxes, into net income during ihe year ended December 31, 2003.

Exposure fo Exchange Rates

The Company’'s earnings are affected by fluctuations in the vaiue of the U.S. dollar as compared to
foreign currencies, predominzgiely in European couniries and Canada, as a result of the sale cf its
products in international markets. Foreign currency forward contracis in the UK. are used to hedge
against the earnings effecis of such fiuctuations. At Decemper 31, 2003, the resuli of a uniform 10%
strengthening in the value of the dollar relative o the currencies in which the Company's szles are
denominated would result in a decrease in gross profit of $2,519,000 for the year ending Decamber 31,
2003. Comparatively, at December 31, 2002, the result of a uniform 10% strengthening in the value of the
dolier relative io the currencies in which the Company's szles are dencminated would have resuited in a
decresse in gross profit of approximately $2,120,000 for the year ended December 31, 2002. This
calculation assumes that each exchange raie would change in the same direction relative to the U.S.
dollar. [n addition to the direct effects of changes in exchange rates, which are a changed dollar vaiue of
the resuiling szles, changes in exchange rates may also affect the volume of sales or the foreign currency
sales price as competitors’ products become more cr less ztiractive. The Company's sensitivity analysis
of the effects of changes in foreign currency exchange rates does not factor in a potential chahge in sales
levels or lccal currency prices. The trenslation adjustment during 2003 was a gain of $7,788,00C. Cn
December 31, 2003, the British pound closed at .5599 reiative to 1.00 U.S. doiler, and the Zurc doliar
ciosed at 1.2579 relative to 1.00 U.S. doilar. By comparison, on Decemoer 34, 2002, the Britisn pound
closed at .6212 relative to 1.00 U.S. dollar, and Euro dollar closed at 1.0500 relative to 1.00 U.S. coilar.
No assurance can be given as ic future valuation of the British pound or Zuro or how further movemenis
in those or other currencies could affect future earnings or the financial position of the Company.

[terest Rate Risk

The Company's long-term debt bears interest at variable rates. Accordingly, the Company's net
income is affected by changes in interest rates. Assuming the current level of borrowings at variabie rates
and a wo hundred basis point change in the 2003 average inierest rate under these borrowings, the
Company's 2003 interest expense wouid have changed by approximately $280,000. in the event of an
adverse change in interest rates, management couid take actions to mitigate its exposure. However, due
fo the uncertainty of the actions that would be taken and their possible effects, this analysis assumes no
such actions. Furtner, this analysis does not consider the effecis of ihe change in the level of overali
economic activity that could exist in such an envircnment.

ltemm 8. Financiz! Statements

The financial statements and supplementary dzta described in liem 14{a)1 of this report and included
on pages F-1 through F-25 of this Report are incorperated herein by reference.
ltern 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

None.
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item 94, Controls and Procedures

The Company has established a sysiem of controls and other procedures designed to ensure that
information required to be disciocsed in its periodic reports filed, as defined in Rules 13a — 14(c) and 15d -
14(c), under the Securities Exchange Act of 1934, as amended, is recorded, processed, summarizec and
reported within the time periods specified in the Securities and Exchange Commission’s rules and forms.
These cisclosure conirols and procedures were evaiuated under the direction of the Company's Chief
Executive Officer and Chief Accounting Officer on March 5, 2004, within the iast 90 days. Based on such
evaluations, the Chief Executive Cfficer and Chief Accounting Officer have concluded that the disclosure
controls and procedures are effective. There have been no significant changes in the Company’s system
of internal controis cr in other factors that could significantly affect internal controls subsequent (o the
evaluation by the Chief Executive Cfiicer and Chief Accounting Officer.

PART M
item 10. Direclors and Executive Officers

There is incorporated in this ltem 10, by reference, that portion of the Company's definitive proxy
statement for the 2004 Annual Meeting of Stockholders, which appears therein under the captions “liem 7:
Election of Directors,” “Information Concerning Directors,” and “Section 16(a) Beneficial Cwnership
Reporting Compliance.” See also the information under the caption “Executive Officers of the Companry”
in Part | of this Repost.

The Board of Directors has delegated ceitain responsibilities to three Committees of the Board. The
Committees are the Audit Committee, Compensation Committee and Nominating/Corporate Governance
Committee. The Board of Cirectors has also adopted a Code of Business Conduct and Ethics for all
employees inciuding the Chief Executive Officer, Principal Financial Officer, Controller {principai
accounting officer) and those individuals performing similar functions.

The Committee Charters and Code of Business Conduct and Ethics may be found on the Company's
website (www.alamo-group.com) under the “Our Commitment” tab and are also available in print by serding
your request to the Corporate Secretary, Alamo Group Inc., 1502 E. Walnut Street, Seguin, Texas, 78155,
which is the principal executive office of the company. The telephone number is 830-379-1480. We wili
post any amendments {o the Code of Business Conduct and Ethics, and any waivers that are required ic
be disclosed by the ruies of either the SECT or the NYSE, on our website.

Item 11. Executive Compensation

There is incorporated in this item 11, by reference, that portion of the Company’s definitive proxy
statement for the 2004 Annual Meeting of Siockholders, which appears under the caption “Executive
Compensation.” :

item 12. Security Ownership of Certain Beneficial Owners and Management and Related
Stockholder Mattars

There is incorperated in this liem 12, by reference, that portion of the Company's definitive proxy
statement for the 2004 Annual Meeting of Stockholders, which appears under the caption “Beneficial
Owners of Common Siock.”

item 13. Cerialn Reiationships and Related Transactions

There were no such reportable relationships or reiated transactions in the fiscal year ended December
31, 2003. During 1989, the Company approved a suppiemental retirement benefit for Donald J. Douglass
which is paid on a quarteriy basis over a period of fourteen and one-half years that began in the year
2000. The balance at December 31, 2003 and 2002 were $584,000 and $618,000 and is includec in the
Accrued abilities section of the Company’s balance sheet.
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em 4. Principal Accountant Fees and Services

Information regarding principai accountant fees and services is set forth under ihe caption “ftem 2. —
Aoppointment of Auditors” in the Company's definitive proxy statement for the 2004 Annual Meeting of
Stockholders and such information is incorporated by reference herein.
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PART IV
item 15. Exhibits, Fimancizi Statement Schedules and Reports on Form 8-K

{a)1. Financial Stalements

The following consolidated financial statements of the Company are inciuded following the Index to
Consolidated Financial Statements on page F-1 of this Report.

Page
Renort of Ernst & Young LLP, Independent Auditors F-2
Consolidaied Baiance Sheels F-3
Consolidated Statements of Income F-4
Consolidaled Statements of Stockholders’ Equity , F-5
Consolidated Statements of Cash Flows F-6
Notes to Consclidated Financiai Statements F-7

{a)2. Financlal Statement Schedules

All schedules have been omitted because they are not applicable or not required under the
instructicns or the information reguested is set forth in the consolidated financial statements or reiated
notes thereto. :




(2)3. Exhibiis

The following Exnibits are incorperated by reference to the filing
[ndex ic Exhibits.

INDEX TO EXHIBITS

Exhifeits Exfibit Title

inCicaled or are included foliowing the

o
3
Q
(]

m@rp@ra@@@ by Refere:
From th i

)

&

“n
9,
6

g X
3
[&]

Dmmmems

3.1 — Ceriificate of Incorporation, s amended, of Alamo Group Inc.
3.2 — By-Laws of Alamo Groug [nc.
*10.2 — 18983 Non-Queiified Stock Colion Plan, adopted by the Soard of
Sirectors on February 2, 1883
*10.3 — Alamo Group Inc. Executive Loan Pregram of 1881
*10.4 — 1984 Incentive Stock Option Pian, adopied by the Board of
Directors on January 25, 1984
10.8 — Form of indemnification agreements with Birecters
ine.
10.¢ — Form of ingemnification agreements with certain executive officer
of Alamo Croup Inc.
*10.12 — Incentive Compensation Pian, adopied on December 9, 1887
*10.13 — 401(k) Restoration Pian for Highly Compensated Zmployess,
adopted on December ¢, 1897
1992 Non-Qualitied Stock Opu on Pian, adopted by the Bozard of
Directors on July 7, 1929
*10.2C — Amended and Restated 1994 Incentive Stock Oplicn P
by the Board of Direciors on Juiy 7, 1888
*10.21 — First Amended and Restated 1989 Nen-Qualified Stock Opticn
Plan, adepted by the Board of Direclors on February 13, 200+
10.22 — $70,000,000 Unsecured Revolving Credit Agreement among
Alamo Group Inc., the Guearantors, and Bank of America, NLA.,
Chase Manhztian Bank, ang Cuaranty Bank dated August 31,
2001

cf Alarmo Group

*10.18 —

lan adopted

10.23 First Loan Madification Agreement (to the $70,000,000 Unsecured
Revolving Credit Agreement) deied Sepiember 28, 2002. Effective
as of August 31, 2002.
10.24 hird Amendment of Revolving Credit Agreement dated and
eﬁec&ave June 13, 2033.
2%.1 — Subsidiaries of the Registrant

23.1 — Consenicof Ernst & Young LLP

341 Certification by Ronald A. Robinson under Section 302 of the
Sarpanes-Oxley Act of 2002
31.2 Certification by Richarg J. Wehrle under Section 302 ¢f the

Sarbanes-Cxley Act of 2002
32.1 — Ceriification by Ronaid A. Robinson under Section 906 of the
Sarbanes-Oxiey Act of 2002
Certification by Richard J. Wehrle under Section 806 of the
Serbanes-Cxley Act of 2002

* Compensziory Pian

322 —

{b) Reperts on Form 8K filed during the last guarter of 2003

Form S-1, February 5, 1983
Form 10-K, March 28, 1883
Form S-1, February 5, 1963

Form S-1, March 18, 1993

Form 1C-K, March 28, 1994
Form 10-Q, May 15, 1897
Form 10-Q, May 45, 1997

Form 10-K, March 31, 1688
Form 10-K, March 37, 1888

Schedule 14A, July 3C, 188%
Schedu'e 14A, Juy 30, 1889
Scheduie 14A, Mzay 3, 2001
Ferm 10-Q, September 3C,
2001

Form 16-Q, September 30,
2002

From 10-Q, June 30, 2003

Fied Herewith
Filed Herewith
Filed Merewith

Filed Herewith
Filed Herewith

Filed Herewith

Form 8-K dated November 7, 2003 — Press release announcing third quarter fiscal 2003 ezrnings.
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SIGNATURES

Pursuant (o the requirements of Section 13 or 15(d) of the Securities Zxchange Act of 1334, the
registrant has duly caused this report to be signed on its behalf by the undersigned, thereunic
duiy authorized.

ALAMGC GROUP INC.

Date: March 15, 2004 By: /s/ RONALD A. ROBINSON
President and Chief Executive
Officer

Pursuant to the requirements of ithe Securities Exchange Act of 1934, this report has been
signed below by the following persens on behalf of the registrant and in the capacities and on the
dates indicated.

Signature _ Title ~ Date
/s/ DONALD J. DOUGLASS Chairman of the Board and Director March 15, 2004
Donald J. Dougiess
/s RONALD A. ROBINSON President, Chief Executive Cfficer and a Director March 18, 2004
Ronald A. Robinson {Principal Executive Officer, Principal Financial
Cfficer)
/s/ RICHARD J. WEHRLE Vice President and Corporate Controller March 15, 20C4
Richard J. Wehrie (Principal Accounting Officer)

/s/ JERRY E. GOLDRESS Director March 15, 2004
Jerry E. Goldress k

/s/ DAVID H. MORR'S Directer March 15, 2004
David H. Morris

/s/ JAMES B. SKAGGS Director March 15, 2004
James B. Skaggs

/s/ WILLIAM R. THOMAS Direcior March 45, 2004
William R. Thomas
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Years ended December 31, 2003, 2002 and 2001 F-8
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Report of Ernst & Young LLP, independent Audiiors

Board of Directors and Stockholders
Alamo Group inc.

We have audited the accompanying consclidated balance sheeis of Alamo Group Inc.
and its subsidiaries as ¢f December 31, 2003 and 2002, and the related ccnsolidated
statemenis of income, stockholders’ equity and cash flews for each of the three years in
the pericd ended December 31, 2003. These financial statements are the responsibility
of the Compeany's management. Our responsibility is to express an opinion on these
financiel statements based on our audits.

We conducted our audits in accordance with auditing standards generally acceoted in the
United Staies. Those siandards require that we plan and perform the audit to obtain
reasonable zssurance about whether the financiai statements are free of material
misstatemeni. An audit includes examining, on g test basis, evidence supporting the
amounis and disclosures in the financial statements. An audit also includes assessing
the accounting principles used and significant estimates made by management, as weli
as evaiuating the overall financial statement presentation. We believe that our audits
provide a reasonable basis for cur opinion.

in our cpinion, the consoligated financial statements referred to above present fairly, in all
material respects, the consclidated financial positicn of Alamo Group Inc. and its
subsidiaries at December 31, 2003 and 2002 and the consclidated resulis of their
operations anrd their cash flows for each of the three vears in the period ended
December 31, 2003, in conformity with accounting principles generally accepted in the
United States.

As discussed in Note 1 io the consclidated financial statements, effective January 1,
2002, the Company adopted Statement of Financial Accounting Standards No. 142,
Goodwill ancd Cther intangible Assets.

ERNST & YOUNG LLP

San Antonio, Texas
March 1, 2004




Alemo Croup [ne. and Subsidiaries
Consolidated Belance Sheels

December 37,
(in thousands, except share amounts) 2003 2002
ASSETS ‘
Current assets:
Cash and cash equivalents 3,287 $ 5,583
Accounts receivable 64,263 58,720
[nvenicries 83,579 63,512
Deferred income iaxes 2,455 2,438
Prepaid expenses 2,086 1,593
Tolal current essels 735,674 132,844
Property, plant and equipment 82,218 75,160
Less: Accumuleted depreciation {48,891} {43,437)
32,227 31,729
Goodwill 21,8677 19,873
Assets held for sale 1,048 1,430
Cther assetls 3,588 3,500
Total essels 104,224  § 183,376
LIABILITIES AND STOCKHOLDERS® EQUITY
Current liabilities:
Trade accounis payabie 78,098 § 15,216
[ncome taxes payabie 1,724 7S
Accrued fiabilities 13,268 12,680
Current maturities of long-term debt 1,815 2,583
Total current liabiliies 34,7C5 30,558
Long-term debt, net of current maturities 14,37S 27,833
Deferred income taxes ) 1,072 507
Stockholgers’ equity:
Common stock, $.10 par vaiue, 20,000,000 shares authorized;
0,769,658 and 8,759,80¢ issued at December 31, 2003 and
December 31, 2002, respectively 77 o076
Additioral paid-in capital 51,439 51,345
Treasury stock, at cost; 42,600 shares at Decembzar 34, 2003 and
December 31, 2002. (428) (428)
Retained earnings 84,249 78,544
Accumuiated cther comprehensive income 7,828 39
Total stockho!ders' equity 144,067 130,478
Total liabilities and stockholders’ equity 184,224  § 188,376

See accompanying noles.
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Aigrro Group inc. and Subsidiaries
Conzcliidatied Slatemernts of income

Year Ended December 31,

(in thousands, excapt per share amounts) 2003 2062 2001
Net saies:
North American
Agricuitura! $ 108,075 $ 110,784 $ 97,978
Industyial 104,8C1 100,8C5 108,001
European 66,202 47,746 40,068
Total nel sales 279,078 259,435 246,047
Cost of sales 218,316 205,821 186,518
Gross orofit : 59,762 53,544 58,529
Selling, general and adminisirative expense 45775 42112 40,173
Income frcm operations 13,987 11,432 19,356
[nterest expense (1,968) (2,426) (3,284}
interest income 478 503 609
Qther income (expense)}, net 475 265 (75}
income befors income taxes 12,972 9,774 16,606
Provisior, for income taxes 4,934 3,392 5,794
Net income 3 8,038 $ 6,382 $ 10,812
Net income per commen share:
Basic 3 83 $ 66 $ 1.41
Diluted $ .82 $ .65 $ 1.11
Average common sharss:
Basic 9,721 9,773 8,706
Diluted 7 9,789 9,789 9,787

See accompanying notes.
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Alamo Group inc. and Subsidizries
Consolidated Stetements of Stockholders’ Equity

Accumulated

Additional Cther Tolal Stock-
Commion Stock Paid-in Treasury Retzined Comprehensive holders’
(in thousands) Shares  Amount Capilal Slock Earnings Income Equity
Balance at December 31, 2000 9704 $ 974 $ 50,859 $ (400) $ 68,010 $ (3,014) $ 114,539
Net income — — — — 10,812 — 10,812
Cumulative effect of a change in accounting for
derivative financial instruments upon adoption
of FAS 133, net of taxes $27 — -— — — — (50) —
Net derivaiive loss, net of laxes $27 —_— — —_ — — (49) —
Reclassification adjustment for loss included in ) .
net income, net of taxes $41 — -— — — — 76 -
(23)
Translation adjustment — — — — - (1,474) (1,497)
Total comprehensive income — — - — - — 9,315
Purchase of ireasury stock, at cost (2) — — (26) — —_ (26)
Szle of common stocik 9 1 313 — — — 314
Dividends paid ($.24 per share) — — — — (2,328 — (2,329)
Balance at December 31, 2001 9,711 $ 975 $ 51,282 § (428) $ 74,483 $ 4,511y $ 121,813
Net income — — — — 6,382 —_ 6,382
Net derivative gzin, net of taxes $20 — — —_ — — 37 —
Reclassification adjustment for gain included in
net income, net of taxes $12 — — —_ — — 23 —
80
Translation adjustment — — — — — 4,490 4,550
Total comprehensive income — — — — - 10,832
Sale of ccmmon stock 8 i 63 — — 64
Dividends paid ($.24 per share) — — — (2,331) — (2,331)
Balance at December 31, 2002 9717 $ 976 $ 51,345 § (426) $ 78,544 $ 32 § 130,478
Net income — — — — 8,038 — 8,038
Net derivaiive gain, net of taxes $46
— —_ — — — 82 -
Reclassification agjustment for gain included in
net income, net of taxes $20 — — — — — (37) —
45
Translation adjustment — — — — — 7,744 7,789
Total comprehensive income — - — — — 15,827
Sale of common stock 10 1 94 — — 95
Dividends paid (§.24 per share) — — — {2,333) — (2,333)
Balance at December 31, 2003 8727 $ 977 $ 51439 % (426) $ 84,249 $ 7,828 $ 144,067

See accompanying notes.




Alamo Group Inc. and Subsidiaries
Consolidated Statements of Cash Flows

Year Ended December 31,

(in thousands) 2603 2002 2601
Operating Activities
Net income $ 8,038 $ 8382 § 10,812

Adjustments to reconciie net income to net cash provided by
operating activities:

Provision for doubtiu! accounts 303 837 372
Depreciation 5,642 5,368 4,416
Amortization 248 181 1,614
Provision fcr deferred income tax benefit 520 (48) 1,136
Gain on sale of zquipment (528) (40) (1,576}
Changes in operating assets and liabilities, net of effect of acquisitions:
Accounts receivable (2,400) (1,477) (4,241)
inventories 2,988 9,039 (998)
Prepaid expenses and other 682 3,732 1,458
Trade accounts payable end accrued licbilities 1,238 3,710 {(5,215)
Income {axes payable 1,497 (186) 254
Net cash provided by operating activities 18,228 27,598 8,230
Investing Activitles
Acquisitions, net of cash acquired — (9,408) (7,880)
Purchase of property, plent and equipment (4,966) (5,479) (7,074)
Proceeds from saie of oroperty, olant and eguipment 876 287 2,516
Purchase of long-term investment — 201 —
Equity method investment — (779) —
Net cash used by investing activities (4,080) (15,178) (12,438}
Financing Activities
Net change in bank revolving credit faciiity (13,000) (8,200} 6,400
Principal payments on long-term debt and capital leases (1,428) (871) 1,188
Dividends paid (2,333) (2,331) {(2,329)
Proceeds from sale of common stock 95 65 312
Cost of commoen stock repurchased — — (28)
Net cash provided {used) by financing activities {16,666) (11,337) 5,546
Effect of exchange rate changes on cash 226 314 (81)
Net change in cash and cash equivalents (2,302) 1,397 1,257
Cash and cash equivaienis at beginning of the year 5,583 4,186 2,829
Cash ard cash eguivalents at end of the year $ 3281 $ 5,583 4,186
Cash paid during the year for: ’
Interest $ 2,186 § 2,033 3,378
income {axes 3,107 3,830 5,091

See accompanying notes.




4. SIGNIFICANT ACCOUNTING POLICIES
Description of the Business and Segments

The Company manufaciures, districules and services high guality equipment for right-of-way
maintenance and agriculture. Our preoducts include tractor-mounted mowing and other vegetation
mainienance eguipment, street sweepers, agricutiural implemenis and refated after market parts and
services.

Effective January 1, 1998, the Company adopied the Financial Accouniing Standards Bcard's
Statement of Financial Accounting Standards No. 131, Disclosures asoul Segments of gn Enterprise and
Refated Information (Statement 131). Statement 131 superseded FASB Statement No. 14, Financial
Reporiing for Segments of a Business Enterprise. Slatement 131 establishes standards for the way that
public business enterprises report information about cperating segments in anrual financial statemenis
ard reguires thet those enterprises report selected information about operating segments in interim
financial reporis. Statement 131 alsc establishes standards for releted disclosures about procucis and
services, geograchic areas and major customers. The adopion of Statement 131 did not affect results of
cperaticns or financial pesition. The Company managas its business in three principal repcriing
segments; Agricuitural, [ndusiriai, and Eurcpean. The adoplion of Stalemert 131 reguires segment
reporting ang ceriain gecgranhic disclosures, which are included in Footnotes 13 and 14.

W)

Basis of Consolidation

The accompanying consclidated financiz! statements inciude the accounts of Alamo Group Inc. and
its subsidiaries (“the Company’), all of which are wholly owred. Ofher invesimenis are accounted for
under the equity method or the cost method. All significant intercompany accounts and transactions have
been eliminated.

Use of Estimates

The preperation of financial stetements in conformity with accounting principles generally accepled in
the United Stales requires management to make esimates and assumptions tnat affect the amounts
reporied in the financial statements and accompanying noies. Aciual resulis could differ from those
estimates.

Forelign Currency

The Company ranslates ithe assels and liabilities of foreign-cwned subsidiaries at rates in effect at the
end of the year. Revenues and expenses are iranslated at average raies in effect during the reporting
period. Transiation adiustments are included in accumulatec comprehensive income within the statement
of stecknolders’ eguity.

The Company enters into foreign currency forward contracts to hedge iis exposure on material foreign
currency irensactions. The Company does not hold or issue financial instruments for trading purpcses.
Changes in the market value of the foreign currency insiruments are reccgnized in the financial
stalements upon seitiement of ne hedged trenszaction. AL December 31, 2003, the Company had
$2,080,00C in outstanding forward exchange contracts related to saies and a foreign currency forward
contract of $13,307,000 relating (© a shori-ferm inter-company casn rensfer maiuring in January 2004,
The maximum exposure of the December 31, 2003 contracts that the Company expects (o incur during
the first quarter of 2004 is approximately a $82,000 gain. Foreign currency iransaction gains or losses are
included in Cther income (expense), nel. For 20C3, 2002 and 2001, such fransactions netted 2 gain of
$370,000, a gain of $37,000, ard a loss of $117,000, respectively.

Cash Equivalents

Cash eguivalents are highly liguid investments with 2 maturity date no longer than 20 days.
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Concenirations of Credit Risk

Financial instruments which potentially subject the Company to concenirations of credit risk consist
principally of acccunis receivable. The credit risk is limited because cf the lzrge nurmbers and iypes of
customers and their gsographic dispersion.

inventories

Inventories ¢f U.S. operating subsidiaries are principally stated at the lower of cost (last-in, first-out
method) (“LIFC”) or market, and the Compeny's international subsidiaries’ inventories are stated szt the
lower of cost (first-in, first-cut) ("FIFQO"} or market.

Property, Piant and Equipment

Procerty, plant, end equipment are stated on the basis of cost. Major renewals and betterments are
charged o the croperly accounts while replacements, maintenance and repairs, which do not improve or
extend the iives of the respective assels, are expensed cuirently. Depreciation is provided at arnounts
celculated to amortize the cost of the assels over their estimated useful eccnemic lives using the straight-
iine method.

Goodwill

Goodwill is related o purchzse acquisitions and, with minor exceptions, was being amorlized cver
fifteen years from respective acquisition dates. Goodwill is shown net of amortization of $8,876,000 and
$8,724,C0C for the vears ended December 31, 2003 and 2002, respectively. The difference in the
accumuiated amortization betweer 2003 and 2002 is the transiation adjustment relating tc goodwill in the
Company's foreign operations. In June 2001, the Financial Accounting Standards Board issued
Statement 142, "Goodwill and Ciher intangible Assets” (FAS 142).

Upon adopiion of FAS 142, emortization cf existing goodwill ceased and the remaining book value is
tested for impairment at least annually at the reporting unit level using a detailed impairment test.
Provisions of FAS 142 states that any impairment ioss identified upon adoption of this standard is
recognized zs a cumuiative effect of a2 change in accounting principle. Any impairment loss recognized
from FAS 142 is recorced as a charge o current pericd earnings.

On January 1, 2002, the Company adopted statement FAS 142 and established its annual review for
impairment zs cf December 31. Based on the analysis completed, at December 31, 2003, the Ccmpany's
review indicated no impairment of Goodwill and Other Intangible Assets and no write-off was reguired.
The Company will review for impairment on an annua! basis or more frequently if deerned necessary. At
December 31, 2003 the net book value of gocdwill was $21,677,000 and at December 31, 2002, the net
beok vaiue was $99,873,00C. The increase was all due ‘o changes in currency exchange rates.




The following table shows the effect of {he adoption of FAS 142 cn the Company's net income as of
Becember 31, 2003, 2002 and 2001 as if the adeption had occurred on Januery 4, 20C0:

Actual Actual Pro-forme
Decaember 31,

(in thousands, except eamings per share) 2003 2002 2009
Net Income — as reported $ 8,038 % 5,382 % 10,812
Amortization (net of tax) — S 1,129
Adjusted Net Income $ 8038 § 6,382 § 11,941
Basic Earnings per share — as reporied $ 083 §$ 066 $ 1.1
Amortization (net of tax) — — 0.12
Adjusted Basic Earnings per share 3 083 $ 0656 $ 1.23
Diluted Earnings per share — as reported $ 082 $ 065 $ 1.11
Amortization (net of tax) — — 0.12
Adjusted Diluted Earnings per share $ 082 % 065 §$ 1.23

Long-Term Investmenis

Ai December 31, 2003 and 2002, the Company had $1,799,000 invested in & Smail Business
Investiment Company which is carried at cost in Other assets. The Company received a payment of
$201,00C during the second quarter of 2002 which was treated as a reiurn of capital. Due to inherent risk
factors in such investments, the ullimate realization of these amounis, included in Cther asseis in the
accompanying financial statements, is not determinabie at this date.

Patents and Trademarts

The Company owns varicus U.S. and international patenis which had a net book value of $887,000 as
cf December 31, 2003 and $948,000 as of December 31, 2002. [i expensed approximately $62,000 in
2003, $93,000 in 2002, and $89,000 in 2001 as ameriization against these patents. While the Comopany
considers its patents 1o be advantagecus io its business, it is not cependent on any sing'e patent or group
of natents. ‘

Related Party Transactions

There were no such reporiable relationships or related transactions in the fiscal year ended December
34, 2003. Notes Receivable from a relired officer of the Company was zere for the years ended
December 31, 2003 and 2002. Notles Receivadle from Mr. Cougiass, Chairman of the 3oard, were
prepzaid in their entirety during 2002. During €92, the Compeny approved a suppiemental retirement
benefit for Doneid J. Douglass which is paid on a quarterly basis over & period of fourteen and one-half
vears that began in the year 2C00. The balances at December 31, 2003 and 2002 were $584,00C and
$618,000 and are included in the Accrusd liabiliies section of the Company's balance sheel.

Revenue Recogmnition

The Company recognizes revenue when each of the following four criteria are mef: 1) & contract or
sales arrangement exists; 2} products have been shipped per agreed terms and title has been transferred
or services have been rendered; 3) the price of the producis or services is fixed or determinable; and 4)
collectibiiily is reasonably assured. Pre-season sales crders are soiicited in the fall in advance of the
dealer's sales season in the spring and summer. Pre-season sales orders are shipped beginning in the
fall and continuing through the spring and represent an opportunity for ihe Company's faclories to ievel
their production/shioping velumes through the winter months. These pre-season shipments carry
descending discounts in coniunction with delayed payment terms of up 10 six monins from the dealer's
requested delivery date. Revenue frem sales is recorded net of 2 provision for discounts that are
anticipated 0 be earred and deducted zt time of payment by the customer. These approximated




discounts represent an average of historical amounts taken and are adjusted as program terms are
changed. The reserves for discounis are reviewed and adjusted quarterly.

Accounting for internal Use Software

The American institute of Certified Public Accountants issued Statement of Positior, 98-1, "Accounting
for the Costs of Compuier Software Developed or Obtained for Internal Use” (SOP 98-1) in March 1998.
SOP 98-1 provides guidance on accounting for the costs of computer software developed or obtained for
internal use and identifies characteristics of internal-use software. The Company's accounting policy with
respect to accounting for computer software developed or obtained for internal use is consistent with SOP
98-1. The Company has purchased and capitalized aporoximately $1,694,000 net of depreciation at
December 31, 2003 and approximately $1,959,000 net of depreciation at December 31, 2002. The
internal use software is amortized for financial reporting purbcses using the straight-line method over the
estimated life of seven years. '

Shipping and Handling Costs

In September 2000, the Emerging issues Task Force issued EITF C0-10, which reguires disclosure of
shipping and handling costs that are not included in costs of goods sold. The Company’s policy is to
include shipping and handling costs in costs of goods sold.
Advertising

We charge advertising costs to expense as incurred. Advertising and marketing expense related to
operations for fiscal years 2003, 2002 and 2001 was approximaiely $2,162,000, $3,015,000 and
$2,301,000, respectively. Advertising and marketing expense is included in Selling, general and
administrative expense ("SG&A”).
Research and Development

Product development and engineering costs charged to Selling, general and administrative expense
amounted to $2,953,000, $2,612,000, and $2,405,000 for the vears ended December 31, 2003, 2002 and
2001, respectively.
Federal income Taxes

Deferred tax asseis and liabilities are determined based on differences between the financial reporting
basis and tax basis of assets and liabilities and are measured using presently enacted tax rates and laws.

Reclassification

Ceriain prior year balances have been reclassified in order to cenform with the current financial
statement presentation.




Stock-Based Compensation

Effective January 1, 1298, the Company adopied Statement of Financiel Accounting Standards
No. 123 (“SFAS 123"), Accounting for Stock Based Compensation, and elecied to coniinue io use the
intrinsic value method in accouniing for iis stock cption plans. Accordingly, no compensation cost has
been recognhized in the financial statements for these plans. Had compensation costs for the Company's
stock based emplovee compensation plans been determined based upon a fair velue method consistent
with SFAS 123, the Company's net income and earnings per share would have been decreased to the pro

forma amounis indicated beiow.

Decernber 31,
{In thousands, except per share amounts) 2003 2002 2001
Net income as reported 3 8,038 $ 8,382 $ 10,812
Fair Value of ‘
Cempensation cost (tax affected) (301) (172) (157)
Pro forma Net Income 7.737 6,210 10,855
Earnings per share (diluied)
As reporied $ 0.82 $ 0.65 $ 1.1
Fair Value of Compensation Cost (0.03) (0.02) (0.02)
Pro forma earnings per share $ 0.7¢ $ 0.63 $ i.08

The Company calculated the fair vaiue for these options using a2 Black-Scholes option pricing mede!
with the following weight average assumptions for 2003, 2002, and 20014:

December 31,
2003 2002 200
Risk-free interest rate 4.0% 8.0% 8.0%
Dividend Yield 0.0-3.8% 0.0-3.8% 0.0-3.8%
Volatility Factors - 24-88% 24-88% 24-68%
Weighted Average Expecied Life 4 years 3.3 years 4.0 ysars

S|
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2. EARNINGS PER SHARE

The following fabie sets forth the reconcilation from basic to diluted average common shares and the
celculations of net income per common share. Net income for basic and diluted calculations does not
differ.

(In thousands, except per share amounis) 2003 2002 2001
Net income ) 8,038 $ 6,382 ¢ 10,812
Average ccmmon shares:
BASIC (weighted-average outstanding shares) 9,721 9,713 9,706
Dilutive potential common shares from stock
options and warrants 68 76 81
DILUTED (weighted-average outstanding 9,789 9,789 0,787
shares)
Basic earnings per share 3 0.83 $ 066 $ 1.11
Diluted earnings per share 3 0.82 3 065 § 1.11

Stock options totaling 48,610 shares in 2003 and 24,092 shares in 2002 were not included in the
average diluted earnings per share calculation as the exercise price was above the market price at certain
times during 2003 and 2002, which made them antidilutive.

3. TERMINATION OF OPERATIONS

On November 30, 2001, the Company completed the closing of its manufacturing facilities
(agriculivral segment) in Guymon and Wakita, Oklahoma. The inventory and some cf the assets were
relocated to its indiancla, lowa location. The remaining machinery and equipment as well as the land and
building are currently zssets held for sale at their net book value of $1,048,000. The value was reduced
by $200,000 during 2003 and expensed in Other Income (Expense) due to impairment concerns about the
book value of the machinery and equipment based on the Company's analysis of the market for this type
of equipment. On February 27, 2001, the Company sold its trucking operations and on December 31,
2001, sold its related land and buiiding in Seguin, Texas. The Company closed one of its warehouses
located in Seguin, Texas during the third quarter of 2002. Also in the third guarter of 2002 the Company
consolidated its Valu-Bilt Operations in Des Moines, lowa, into its Herschel facility in Indiancla, lowa.
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4. YALUATION AND QUALIFYING ACCOUNTS

Valuation and gualifying accounts included the feilowing:

Nat

Baiance Charged to Translafons, Net Write-OFs or  Balance

Beginningof Costsand Re cﬂasst cations Discounts Teken  Endof
(in thousands) Year Expenses  and Acguisitions Yaar
2003
Allowance for doubtful accounts $ 1733 § 43t 3 118 § (574) $ 1,708
Reserve for sales discounts 5414 18,27¢ (SC) (16,683) 4,840
Reserve for inventory
obsolescence 4,454 68 475 (384) 4,813
2002
Allowance for doubtfu! accounts $ 1,285 § 683 - § 75§ (2¢1) $ 1,733
Reserve for sales discounts 4,549 15,512 10 (14,857) 5,414
Reserve for inventory ‘
cbsolescence 3,857 430 547 {380) 4,454
2001
Allowance for doubiful accounis $ 1322 § 3BT ¢ 27 $ (443) $ 1,268
Reserve for sales discounts 4,105 14,802 (3) {14,355) 4,548
Reserve for inventory
obsclescence 4,201 421 452 1,217} 3,857

Allowance for Doubifuf Accounis

The Company evaiuates the collectibility of its accounis recsivable basec on a combination of faciors.
in circumstances where it is aware of a specific customer's inability tc mest iis ﬁnawcia cbligations, it
records a specific reserve {o reduce the amounts recorced to wihat it believes will be collected. For all
other customers, it recognizes reserves for bad debt based on historical experience ¢f bad debts as g
percent of revenues for each business unif, adiusied for relative improvements or deteriorations in the
agings and changes in current economic conditions.

The Comgany evaiuates all aged receivables that are over 60 days old and will reserve specifically on
00-day basis. The Company has a secured inierest on most of iis wholegoods sacn customer
purchases. This allows the Compeany, in times of & difficult economy when the customer is unable to pay
or has filed for bankruptcy (usually Chapier 11), lo repossess the cusiomer’s inveniory. This allows Alamo
Group o maintain only a reserve over iis cost which usually represents the margin on the original saiss
price.

The bad debt reserve balance was $1,708,000 at December 31, 2003, and $1,733,000 at December
31, 2002.

Sales Discounts

At December 31, 2003, the Company had $4,240,000 in reserves for sales discounts compared (o
$5,414,000 at December 31, 2002, on preduct shipped to our cusiomers under various promotional
programs. The decrease was primarily from lower discounts given on the Company's Rhino and M&W/
products during the pre-season, which runs from September to Decamber of sach year. The Company
reviews the reserve quarterly based on anzlysis made on each program culstanding at the time.

The Company bases its reserves on historical data relating to discounis taken by the customer under
pany

each program. 85% (o 95% of the Company's customers, wno qualify for each program, actualiy take the
discount that is available. .
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inventories — Obsclescencs and Slow Moving

The Company had $4,613,000 at December 31, 2003 and $4,454,000 at December 31, 2002 in
reserve 1o cover cbsolescence and slow moving inventory. The increase was mainly due to exchange
rate fluctuations. The obsoiescence and slow moving policy states that the reserve is io be calculated on
a basis of: 1) Inventory with a quantity on hand and no usage over a three year period is deemed obsolete
ard reserved at 100 percert and 2) slow moving inventory with littie usage requires a 100 percent reserve
on items that have 2 cuantity greater than a three year supply. There may be exceptions to the chsolete
and slow movirg cliassifications if approved by an officer of the Company based on specific identification
of an item or items that is deemed o be either included or excluded from this classification.

The reserve is reviewed and if necessary, adjusiments made, on a quarterly basis. The Company
relies o historical information to support its reserve. Once the inventory is writien down, the Company
does nct adjust the resarve balance until the inventory is sold.

5. INVENTORIES

Inventories valued at LiFO cost represented 57% and 59% of total inventory for the years ended
December 31, 2003 and 2002, respectively. The excess of current costs over LIFO-valued inventories
was $4,853,00C and $4,381,000 at December 31, 2003 and December 31, 2002, respectively. On the
2003 and 2002 income Statements, the impact was $472,000 of expense and $374,000 of income,
respectively. Inventories consisted of the following on a basis net of reserves:

December 31,
(in thousands) 2003 2002
Finished whoiegoods and parts $ 51,757 % 52,742
Work in process 5,189 4,950
Raw meierials 6,633 5,820

$ 83579 & 63,512

€. PROPERTY, PLANT AND EQUIPMENT

Property, piant and equipment consist of the following:

December 31,
Useful

{in thousands) 2003 20062 Lives
Land $ 5414 $ 4,587
Buildings and improvements 27,570 23,174 15-25 yrs.
Machinery and eqguipment 34,330 34,134 5 yrs.
Office furniture and 8,835 7,438 5yrs.
equipment
Computer Software 2,422 2,348~ T7yrs.
Transportation equipment 3,647 3,479 3-5 yrs.

82,218 75,160
Accumuiaied depreciation {49,991) (43,431)

$ 32,227  § 31,729

Property, plant and equipment at December 31, 2003 and December 31, 2002, include $2,058,000
ard $2,276,000, respectively, for buildings, machinery and equipment held under capitalized leases.
Accumulated deprecigtion at December 31, 2003 and 2002 were $1,050,000 and $816,000 respectively.
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7. ACCRUED LIABILITIES

Accrued liabilities consist of the following balances:

Decamber 31,
lin thousands) 2093 2002
Salaries, wages and bonuses 8 4,890 3 3,411
Warranty 3,093 2,88¢
State taxes 1,828 7,088
Pensions 1,22C 871
Accrued interest 75 313
Other 2,383 4,017

§ 13260 5 12,680

8. LONG-TERM DEBT

The components of long-term debt are as foliows:

December 31,
(in thousands) 2003 2002
Bank revolving credit facility $ 14,000  § 27,000
Capital lease obligations 562 1,164
Other notes pavable 1,432 2,252
Total long-term debt 15,894 30,418
Less current maturities 1,815 2,583

$§ 14379 _§ 27,833

s

The Company entered into a $70,000,000 contractually committed, unsecured, long-ierm bank
revelving credit facility on August 31, 2001, under which the Company could borrow and repay uniil
September 30, 2003, with interest at variable rate options based upon Prime or Libor rates, with such
retes either ficating on a daily basis or fixed for pericts up to 180 days. Procseds may be useg for
general corporate purposes or, subject to certain limitations, acouisition ectivities, The loan agreement
contains the following financial covenants, Minimum Fixed Charge Coverage Ratic, Minimum
Consolidated Tangible Ne! Worth, Consolidaied Funded Debt to EBITDA Ratio, end Minimum Asset
Coverege Ratic, and iimitations on dividends, indebiedness, liens and investments. For mere information
the unsecured Revelving Credit Agreement was filed on September 30, 2001 on Form 10-Q as shown in
the Exhibits to this filing. On September 25, 2002 bui effective August 31, 2002, the Company and its
ienders agreed to extend the final maturity of its long-term revolving credit facility to August 31, 2004. As
of December 31, 2003, there was $14,000,000 berrowed under the revolving credit facility. At December
31, 2003, $2,880,000 of the revoiver capacity was commitied (o irrevocable standby letters of credit issued
in the ordinary course of business as required by vendor's coniracts. There are three smaller additional
iines of credit, one for the Company's European operation in the amount of 4,000,00C British pounds, one
for our Canadian operation in the amount of 3,000,000 Canadian dclars, and one for our Auslraiia
operation in the amount of 1,300,000 Austiralian dollars. The Australian facility is secured by 2 letter of
credit issued by the Company. As of December 31, 2003 there were no British pounds borrowed against
the European line of credit, 720,000 Canadian doliars agzinst the Canadian line of credit and 500,000
Australian dollars outstanding under its facility. The Canedian revolving credit faciiity is guaranteed by the
Company. The Company’s borrowing levels for working capital are seascnal with the greatest utilization
generally occurring in the first quarier ancd early spring.

At March 31, 2003, the Company was in technical default with one of its financial covenants under its
$70,000,000 Revelving Credit Agreement. The Company fell short in meeting its first quarter 2003
operating leverage ratic (as defined by the Agreement) which was based on {olal funded debt to operating
cash flow or Earnings Before interest, Taxes, Depreciation and Amgertization (“EBITDA"). Effective May 1,
2003, the Company obtained a waiver for the first quarter of 2003 through June 15, 2003. Effective June
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13, 20023, the Company and its lenders entered into an amendment io the Revolving Credit Agreement.
The principal changes were an increase in operating leverage ratio from 2.5 to 1 to 3.0 {0 1 and extending
the final maturity one year to August 31, 2005. The amendment in its entirety was filed, as an exhibit to the
Company's 10-Q for the quarter ending June 30, 2003. As of December 31, 2003, the Company is in
compliance with the terms arnd conditicns of its credit facilities.

The aggregate maturities of long-term debt, as of December 31, 2003, are as follows: $1,615,600 in
2004, $14,326,000 ir 2005, $29,000 in 2006, zero in 2007 and zero in 2008 and $24,000 thereafter.

The fair value of the Company’s debt is based on secondary market indicators. Since the Company's
debt is not quoted, estimates are based on each obligation’s characteristics, including remaining
maturities, interest rate, credit rating, collateral, amortization schedule and liquidity. The carry amount
approximates fair vaiue.

9. INCOME TAXES

U.S. and non-U.S. income befere income taxes is as follows:

| December 31,
| (in thousands) 2003 20602 2001
Income before income taxes:
"~ North American — U.S. $ 4961 § 2,538 $§ 11,473
International 8,01 7,236 5,133

$ 12972 § 9,774 $ 16,606

[

The provision for income taxes consists of:

December 31,
{in thousands) 2003 2402 2001
Current:
Federal $ 1412  §$ 820 $§ 2,848
Foreign 2,731 2,472 . 1,654
State 255 155 274
4,398 3,447 4,776
Deferred:
Federal 486 12 892
Foreign 50 (67) 28
536 (55) 1,018
Total income taxes $ 4934 § 3302 $ 5,794

Reccnciliation of the statutory U.S. federa!l rate to actual tax rate is as follows:

December 31,
(in thousands) 2003 2002 2001

Statutory U.S. federal tax at 34% $ 4410 $ 3323 § 5,546
Increase (reduction) from:

Non-U.S. taxes ' 57 (55) (65)
U.S. State taxes 168 102 180
Other 299 22 33
Provision for income taxes 3 4934 $ 3392 § 5,794
Actual tax rate 38% 35% 35%




At December 31, 2003, the Company had unremitied earnings of international subsidiaries of
$37,148,000. These earnings, which reflect full provision for non-U.S. income i{axes, are indefinitely
reinvested in non-U.S. operations or can be remiited without substantial additicnal tax. Accordingly, no
provision has been made for taxes that might be payable upon remittance of such esmings ner is it
oractica! to determine the emount of this liability.

The cemponents of deferred tax assets and liabilities included in the balance sheets are as cilows:

Decembar 31,

(in thousands) 2003 2002
Current:

Deferred tax gssets:

Inventory $ 1,084 $ 1,215

Accounts receivable 1,516 1,891

insurance 225 315

Cther 1,139 948

3,964 4,169

Deferred tax iiabilities $ (1,498 8 (1,733)
Net current deferred tex asset $ 2485 § 2,438
Non-Current:

Deferred tax assets; ,

Depreciation $ 183  § 219

Deferred compensation ‘ 275 323

Other 1,285 1,304
1,743 1,846

Deferred tax liabilities:

Difierence between book and tax basis 2,815 2,353
Net non-current tax {liability) $ (1,072) § (507)

Net current deferred tax assets were $2,465,000 in 2003 and $2,436,000 ir 2002. Net non-current
deferred tax liabilities were $4,072,000 in 2003 and $507,000 in 2002.

10. COMMON STCCK

The Company was authorized by its Board of Directors in 1997 to repurchase up to 1,000,000 shares
of the Company's commeon stock to be funded through working capital and credit facility borrowings. No
shares were repurchased in 2002 or 2003. The authorization to repurchase shares remains available.

Subsequent to December 31, 2003, the Company declared and paid a dividend of $.06 per share.
11. STOCK OPTIONS
Incentfve Opticns
On April 28, 1994, the stockholders approved the 1894 Incentive Stock Option Pian (“1284 ISO Plan”)
for key employees. Each opiion becomes vested and exercisable for up to 20% of the iolal oplioned
sheres each year afier grant. Under the terms of this plan, the exercise price of the shares subject (o
eech option granted would not be less than the fair market value of the common stock at the date the

option is granted.

On August 31, 19998, the steckholders of the Company approved amending the 1894 1SO Plan. The
amendment was filed on Schedule 14A, dated July 30, 1889. During the pericd ended December 31,
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2003, options fo purchase 72,000 shares had been granied. At Decamber 31, 2003, the Company had
reserved 96,200 shares of common stock for these options.

On February 12, 2003, the Beard of Direcicrs approved an administrative amendment to the (1984
ISO Plan”). The amendrent eliminaies the mandatory minimum annua! purchase requirementi and
eliminates the cne month window o purchase vested options for any new option grants after February 12,
2003.

Following is a2 summary of activity in ths Incentive Stock Option Plan for the periods indicated:

December 37,
2003 2062 2001
Options ouistanding at beginning of year 86,600 86,600 92,550
Cranted 72,000 21,600 16,000
Exercised (9,750} (6,000) (S,150)
Cancelled {12,000) (5,000) (12,800)
Options ouistandirg at end of year 148,850 96,600 88,600
Options exercisable at end cf year . 45,250 34,000 20,8C0
Options available fcr grant at end of year ©6,200 156,200 172,200

Per share option prices, for options outstanding at December 31, 2003, ranged from $8.9375.t0 $14.63.
Non-qualified Options

On February 2, 1893, the Company granted non-quailified options for 200,000 shares of common
stock to key employses of the Company at $11.50 per share. Each option became vested and
exercisabie for up to 20% of the total oplioned shares after one year following the grant of the oplicn and
for an additional 20% of the fota! oplioned shares sfter each succeeding vear untii the cption is fully
exercisabie at the enc of the fifth year. During 2003, 2002 and 2001, no shares were exercised, and the
remaining 20,000 cptions remain outstanding unexercised and expired on January 30, 2003.

On Juiy 7, 1999, the Company granied 200,000 shares of the Company's Commen Stock from the
1999 Non-Qualified Stock Cpticn Plan to Mr. Robinson, CEO and President at an exercised price of
$8.9375 per share being the closing price of the Company's Commen Stock on the grant daie. Each
option becomes vested and exercisable for up io 20% of the iotal optioned shares after one year folowing
the grant of the option and for an additional 20% of the tolal optioned snares after each succeeding year
until the option is fully exercisable. During 2002, 2002 and 2001, no shares were exercised.

On May 3, 2001, the Stockholders of the Company approved the First Amended and Restated 1999
Nen-Quelified Stock Cption Plan ("FAR 1999 NQSC Plan”) to add non-empioyee directors as eligible
persons (o receive grants ¢f stock options. The Company then graniecd an option o purchase 5,000
shares each of the Company's Common Stock {c Messrs., Coldress, Morris, Skaggs, and Thomas,
respectively, at an exercise price of $12.86 per share being the closing price of the Company's Common
Stock on the grant daie. Each option becomes vested and exercisable for up tc 20% < the lotal splioned
shares afier one yesar foilowing the grant of the option and fcr ar additicna! 20% of the {otal optioned
shares after each succeeding year until the option is fully exercisable. During 2002, 500 shares were
exercisec¢. No shares were exercised in 2003.

On May 12, 2003 the Company granted an additional option under the FAR 888 NQSQC Pan fo
purchase 5,000 sach shares of the Company’s Common Stock 0 Messrs. Goldress, Mcrris, Skaggs and
Thomas, respectively, and 50,000 shares to Mr. Robinson at an exercise price of $12.10 par share, bein
the ciosing price cf the Company's Common Stock on the grant date. Each option becomes vested and
exercisable for up tc 20% of the total optioned shares after one year following the grant of the opticn ana
for an additional 20% of the fotal ootioned shares afier each succeeding vear until the eplion is fuily
exercisatle.
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Foliowing is a summary of activity in the non-qualified option plans for the periods indicated:

December 37,
2083 2062 2001

Options ouistanding at beginning of year 238,500 240,000 220,000
renied 76,600 — 25,000
Exercised {500) —
Cancelied (20,000) — (5,00C0)
Onotions outsianding at end of year 288,500 239,500 240,00C
Cpiions exercisable at end of year 167,500 143,500 100,0C0
Options availeble for grant al end of year 13G,00C 18C,0C0 18C,000

Per share option prices, for options outstanding at December 31, 2003, ranged from $8.9375 to $13.96.
12. RETIREMENT BENEFIT PLANS

The Company provides a defined contribution 401(k) retirement and savings clan for eligible U.S.
employees. Company metching contributions are based on a perceniage of employee contributions.
Company coniributions ‘o the plan during 2003, 2002 and 2001 were $814,030, $772,000, and $5643,000,
respectively. A U.S. subsidiary of the Company has an Hourly Employee Pensicn Plan of Trust covering
collective bargaining. The Company contributed $42,000 for the Pian year encing December 31, 2003.

Four of the Companry's internaticna! subsidiaries ziso particioate in 2 defined contrisution and savings
plan covering eligible employees. The Company's international subsidiaries coniribute between 3% and
7.5% of the parlicipant's salary up to a specific limit. Coniribuiicns were $408,000 in 2003, $344,0C0 in
2002, and $350,000 in 2001.

3. SECMENT REPORTING

At December 31, 2003, the following audited financial information is segmentea:

December 31,

(in thousands) 2003 2082 2001
Net Revenus

Agricultural $ 108,075 % 110,784 $ 97,978

incusirial 104,801 100,805 108,001

Eurcpean 65,202 47,745 . 40,068
Consolidated 3 279,078 § 250,435 $ 248,047
Operating Income

Agricultural $ 3658 $ 2351 § 7.259

Industriai 4,428 3,892 8,374

European 5,801 5,172 3,723
Consalidated $ 13,887 § 11,432 $ 19,356

~ Total identifizble Assels

Agricultural $ 83,242 $ 78,625 § 82,279

Industrial 60,853 57,961 63,835

Eurcopean 50,028 52,780 39,867
Consolidated $ 194,224  § 189,376 § 185,921




14. INTERNATIONAL OPERATIONS AND GEOGRAPHIC INFORMATION

Following is selected financial information on the Company’s international operations:

December 31,
{in thousands) 2603 2002 2001
Net sales $ 86725 % 65,111 § 57,627
income from operaticns 7,942 7,380 5778
Income before income taxes and zllocated interest 8,15¢ 7,236 5,133
expense
[dentifiable assats $ 80618 $ 66,533 § 52,134

Following is other selected geographic financial information on the Company’s operations:

Decamber 31,
(in thousands) 2003 2002 2001
Geographic net sales:
United States $ 197,366 $ 201,367 $ 195215
United Kingdom 24,884 18,863 16,679
Frarce 34,882 21,260 17,316
Canada 7,174 5,827 8,502
Australia ‘ 8,026 5,561 4,080
Other 6,746 8,557 6,256
Total net sales $ 279,078 § 259435 § 246,047
Geographic location of long lived assets:
United States $ 32,035 $ 33,755 $ 35,165
United Kingdom 11,776 10,666 9,740
France 6,427 5,250 2,661
Canada 7,780 6,360 5,862
Australia 188 199 278
Total long lived assets $ 58209 $§ 56,230 $§ 53,706

Net sales are attributed to countries based on the location of customers.
15. COMPREHENSIVE INCOME

As of January 1, 1998, the Company adopted Statement 130, Reporting Comprehensive Income. The
adoption of this Statement has no impact on the net income or stockholders’ equity. Statement 130
requires unrealized gains or losses on the Company's available-for-sale securities and foreign currency
translation adjustments, which prior to adoption were reported in stockholders’ equity, to be included,
along with net income, in Comprenensive income.

For 2003, 2002 and 2001 the Company’s Comprehensive Income was $15,827,000, $10,932,000, and
$9,315,000, respectively.

The components of Accumulated Cther Comprehensive Income are as follows:

December 31,
(in thousands) 2003 2002 2001
Foreign currency translation adjustments $ 7,746 § (21) $ (4,488)
Net derivative gain (loss), net of taxes 82 60 (23)

Total accumulated other comprehensive income $ 7828 3% 39 % (4511)




16. CONMIMITMENTS AND CONTINGENCIES
Lezses

The Company leases office space and kransporiation egquipment under various cperating leases,
which generaliy ere expected io be renewed or replaced by other leases. The Company nas certzin
capitalized ieases consisting princinally of isases of buldings. At December 31, 2003, fuiure minimum
lease paymenis under these noncanceiable leases and the oresent value of the pel minimum lease
payments for the capitalized leases are:

Operating Capitalizad
(in thousancs) L2ases Lezses
2004 $ 1,582 $ 346
2005 828 284
2006 197 —
2007 : 35 —
2008 17 —
Thereafier 2 ‘ —
Total minimum lease payments $ 2672 $ 640
Less emount represeniing interest 78
Present vaiue of net minimum lease paymenis 582
Less current portion 288
Zong-term poriion o $ 274

Rentel expense for operating leases was $1,687,000 for 2003, $1,583,000 fcr 2002 and $1,887,000
for 2001.

Other

The Company is subject to various unresoclved legal actions that arise in the ordinary ccurse of iis
business. The mcst prevaient of such actions reiates to preduct liakility, whicn is generally covered by
insurance. While amounts claimed might be substantial and the ullimate liability with respect o such
litigation canrot be determined ai this time, the Company believes that the ulimeaie outcome of these
matlers witl not have a material adverse effect on the Company’'s censoiidated financial pesition or resulis
of operations.

The Company is subject toc numercus environmental laws and reguiations concerning air emissions,
discharges into waterways and the generation, handling, sicrage, transsoriation, ireatment ang dispesal of
waste materials. The Company's policy is {0 comply with a2t applicadle envircnmental, health and safety
laws and reguletions, and the Ccompany believes it s currently in material compliance with all such
eppiicable laws and reguiations. These laws and reguialions are constanty changing, and it is impessible
to predict with accuracy the effect that changes o such laws and regulations may nave on the Company in
the future. Like other industriz! concerns, the Combany's manufaciuring operations entait the risk of
noncompliance, enc there can be no assurance thai the Company will not incur material costs or other
lizbilities as a result therecf. The Company kncws that the Indiznoia, icwea properly on which its Herschel
facility operates is contaminated with chromium. The contamination 'kely resulied frem chrome-plating
operations which were discontinued several years before the Company purchased the property. The
Company has bsen working with an environmental consultant and the siale of lowa to develep and
implement a plan to remediate the corlamination. Al remediation cosis through June of 2002 were paid
by the previous owner of ne properly pursuant io the agreement by which the Company purchased the
prope:ty. The successor {0 ine previous owner is in Chapter 11 Bankrupicy proceedings and the Company
filed a claim with the United Siates Bankrupicy Court for the Western District of Michigan. During the
sscong quarter of 2002, the Company settied all outstanding claims including the environmental claim with
the successor and appiied approximalely $100,000 of the cverall seitiement towards the environmental
reserve. The.bzlance in the envircnmenta! liability reserve at December 31, 2003 was $155,00C. The




armount of potentia: liabliity has been esilimaled by an independent environmenial engineering compeny {0
be between $100,000 and $250,000.

The Compary is subject to various cther federal, staie, and locai laws affeciing ils pusiness, as weil
as a variety of regulaticns relating to such matiers as working conditions, equel empicyment opperiunities
anrd procuct safety. A variely of slale laws regulete the Company's contractual reletionships with iis
dealers, some of which impose restrictive standards on the relaficnsnhip between the Company and its
dealers, including svenis of default, grounds for termination, non-renswai of dealer conlracts and
equipment repurchase reguirements. The Company believes it is currenty in material compliance with ail
such appiiceble iaws and reguiations.

The Company had an execulive lcan orogram pursuant to which the Company made loans e certain
cfficers and empicyees ¢f the Company to purchase stock ¢f the Company. The 0ans were sublect ‘o
approval by the Compensaticn Committee of the Board of Direciors. All loans are secured by a pledge of
the shares being purchased. Eacn loan bears interest at prime and is payabie ennually. The exscutive
loan program has been terminated and deginning March 2001, each emoloyee must make annuai
principal payments eguzl to 10% cf the amount lcaned to the employee. As of December 31, 2003, and
2002, $20,000 and $314,000, respeclively, were oulstanding under ihe program and are inciuded in
additionai paid-in capiial. The executive loan program has expired.

17. QUARTERLY FINANCIAL SATA (Unaudited)
Summarized cuerierly financial date for 2003 and 2002 is preseniec below. Seasonal influsnces

affect the Company's sales and profits with peak business cccurring in May through August. (In
thousangs, excep! per share amounis);

L 2003 N 2052
Flrst Second Third Fourth First Second Third Fourth

Sales $ 67371 $ 73,536 $ 70,723 $ 67,448 $§ 54,777 $ 69,520 $ 65213 $ 50,025
Gross profit 12,388 18,844 16,490 14,040 14,381 15,415 14,730 9,638
Net income {loss) 665 3,268 2,632 1,473 2,509 2,725 1,870 (522)
Earnings per share

Diluted $ 007 $ 0.33 § 027 $ 015 % 026 % 0.28 § 0.7 $ (0.05)
Average shares

Diluted 8,764 9,767 9,800 9,822 9,793 9,80¢ 9,787 9,717

Dividends pershare $ 006 $ .06 $ 006 $ 0.08 % 005 $ 0.06 $ 006 $ ©.08
Merket price of
common siock .
High - $ 1247 $ 1225 $ 1492 $ 1581 $§ 16.50
Low $ 1125 $§ 1140 $ 1206 $ 1420 % 1350

i7.15 & 16.40
i5.00 $§ 12.30

© »
@
~—
=
f
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18. ACQUISITIONS AND INVESTMENTS
During 2002 the Companry made the following acquisition: |

e On April 5, 2002, the Company purchased inventory, fixed asseis and certain other gssets of Vaiu-Bilt
Tractor Parts (“Valu-Bilt "} for aporoximately $6,80C,000. Velu-Bilt wes located in Des Moines, lowa, &
subsidiary of Quality Steres, inc. which was in Chapter 11 Bankrusicy. There was nc geodwill paid.
Valu-Bilt is z distributor of new, used and rebuiit ractor paris and other agricuitural parts directly to
customers through its catalog offering and on a wholesale basis to dealers.

e On November 14, 2002, the Company through its wholly owned subsidiary, Alamo Group (EUR) Lid.,
purchasad substantiaily ali of the asseis of Faucheux Indusiries SA, (“Faucheux’) a leading French
manufacturer of froni-end iczders end attachmenis for aporoximaiely $2,639,000 whicn included
$500,300 in gocowill. The Company ecguired Faucheux out of adminisiration which is a2 form of

s

bankrupicy in France simitar o Cnapler 11 barkruptey in the U.S.




The pro forma statement of the Company assuming the transactions ware completed at January 1,
2002 is listed in the following table:

Decamber 31,

(in thousands except for per share) 2002

Net Sales § 289,305
Net Income $ 7,424
Diluted Earnings per Share $ 0.78

The following table summarizes the estimated fair value of the Company's assets acquired and
liabilities assumed at the date of merger:

Dacember 31,
(in thousands) 2002
Current assels $ 11,989
Preperty, plant and equipment 2,345
[ntangible essels 897
Cther asseis 4Q
Total assels acguired $ 14,251
Cuirent liabilities 4,518
Long-term debt -
Deferred income taxes -
Other long-term labilities -
Tota! liabilities assumed $ 4,518
Net assets acquired 3 0,733

19. SUBSEQUENT EVENTS

Cn February 6, 2004, the Company announced it has entered into an agreement (¢ acguire Rousseau
Holding, S.A., a leading French manufacturer of right of way mowing and other vegetation maintenance
eguipment, naris and service. The Company anticipates that the transaction will close in March, subject i
customery closing corditions and review by French anli-trust authorities.

Rousseau is located near Lyon, France and was founded in 1962. During 2003, Rousseau had
annuz! revenue of approximately €16 million (approx. $12 million) with 135 employess. Historically the
mejority of their sales have been in France,
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Exhibit 21.1

SUBSIDIARIES OF ALAMO GROUP INC.

NARIE JURISDICTION OF INCORPORATICN

Aiamo Group {USA) Inc. (1)
Alamo Group (EUR) Limited (1)
Alamo Capital Inc. (1)

Alamo Group International, Inc. (1)
Herschel-Adams inc. (%)

Alamo Croup (Caneda) Inc. (1)
Alamo Financial inc. (2)

Alamo Group {KS) inc. (2)

Alamo Group (TX), L.2.(2)

Alamo Group Holdings, L.L.P. {2)
ALG Hoidings, L....C. {2)

Alamo Croup (WA) inc. (2)

Alamo Sales Corp. (2)

Alamo Croup Trucking, Inc. {2)
ME&W Cear Compeny (2)

Tiger Corporation (2)

Electronics Parts Counler Inc. (2)
Schwarze industries Inc. {2)
Schulte {USA) Inc. (2)

Alamo Group (SMC} inc. (2)
Adams Hard-Facing Compeny, Inc. (3)
Alamo CGroup (I1A) inc. (3)

Alamo CGroup (FR) S.A. {4)
Bomford Turner (4)

McConnel Limited (4)

NJM Dabekausen Behser B.V. (8)
Twose of Tiverion Lid. (5)
Bomford & Eversihed Limited (5)
Bemford Bros. Limited (5)

Turner internationa! (Ergineering) Limited (5)
Signalisation Mcderne Autoroutiere S. A, (8)
Betrac 8. A. (8}

S.C.l. Industrielle La Saussaie (6)
Forges CGeree (8}

Faucheux S.A. (8}

Schulte Industries Lid. (7)

(1) 100% owned by Alemno Group inc.

(2) 100% cwned by Alamo Croup (USA) inc.
(3) 1060% owned by Herschel-Adams Inc.
(4) 100% ownec by Alame Group {EUR) Limited
(5) 100% owned by Bomford Turner Limited
(8) 100% owned by Alamo Croup {FR) S.A.
(7} 100% owned by Alamo Group {Canada)

Delaware
United Kingdom
Nevada

U. S. Virgin islands
Nevada

New Brunswick
Delaware
Kansas
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Nevada
Nevada
Alabama
Florida

Nevada
QOklahoma
Nevada

France

United Kingdem
United Kingdom
Netheriands
United Kingdem
United Kingdom
United Kingdom
United Kingdom
France

France

France

France -

France
Saskatoon




Consent of independent Auditors

We consent to the incorporation by reference in the Registration Statement (Form S-8
No. 33-92888) pertaining to the Alamo Group, Inc. 1884 Incentive Stock Cplion Plan of
our report dated March 1, 2004, with respect to the consolidated financial statements of
Alamo Group, Inc. and subsidiaries included in the Annuai Repert (Form 10-K) for the
year ended December 31, 2003.

/s/ERNST & YOUNG LLP

San Antonic, Texas
March 15, 2004
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Exhibit 31,14
i, Ronaid A. Robinsbn, President and Chief Executive Cfficer, certify that:
1. | have reviewed this annual report on Form 10-K of Alamo Group Ing;
2. Based on my iknowiedge, this repori does not contain any unirue statement of a material fact or omit

to state 2 material fact necessary 1o make the statements made, in light of the circumsiances under
which such statements were made, not misleading with respect to the period covered by this report;

w

Based on my knowiedge, the financial staiements, and other financiai information included in this

repori, fairly present in all material respects the financial concition, resuits of operations and cash
flows of the registrant as of, and for, the periods presented in this report;

4. The registrant's other certifying officer(s) and ! are responsible for esiablishing and maintaining
disclosure conirols and procedures (as defined in Exchange Act Rule 132-15{(e) and 15d-15(e}) for
the registrant anc have:

(a) Designed such disclosure controls and procedures or caused such discicsure conirols and
procedures to be designed under our supervision, to ensure that material information relating to
the registrani, including its consciidated subsidiaries, is mace known to us by others within those
entities, particuiarly during the period ir which this recort is being prepared;

(b) Evaluaied the efectiveness cf the registrants discicsure controls and procedures end presented

" in this report cur conciusions about the effectiveness of the disciosure controls and procadures,
as of the enc of the period covered by this report based on such evaluation; and

(c) Discicsed in this rgpomt any change in the registrant's internai conirol over financial reporting that
occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in
the case cf an annuai report) that has materiaily affected, or is reasonably likely o materially
affect, the regisirant's internai cortrol over financiai reporting; and

5. The registrant's other certifying officer(s) and | have disclosed, based on our most recent evaluation of
internal centro! over financial reporting, to the registrant's auditors and the audit commitiee of the
registrant’s board of direciors {or persons performing the eguivalent functicns):

(a) Al significant deficiencies and material weaknesses in the design cor operation of interral conlroi
cver financial reporting which are reasonably ikely to adversely affect the registrant’'s ability to
record, process, surmmarize and report financial information; and

(b) Any fraud, whether or not material, that invoives management or other employees whe have a
significant role in the registrant’s internal conirol over financial reporting.

Date: March 15, 2004 /s/ _Ronaid A. Robinson

Renald A. Robinson
President & CEC




Exhibit 31.2

i, Richard J. Wehrie, Vice President, Corporate Controller and Principal Accounting Officer, ceriify that:
1. | have reviewed this annua! report on Form 10-K of Alamo Group e,

2. Based cn my knewiedge, this report does not contain any untrue statement of a materia! fact or omit
to state a material fact necessary to make the statements made, in light of the circumstances undger
which such statements were made, not misleading with respeact to the pericd covered by this repert;

3. Based on my know'edge, the financial statements, and other financiai information included in this
annual regort, fairly cresent in afi material respecis the finarcial condition, resulls of cperations and
cash fiows of the regisirant as of, and for, the periods presented in this annua: repor;

4. The registrant’s other certifying officer(s) and | are responsibie for establishing and maintaining
dgisclosure controls and procedures {as defined in Exchange Act Rule 13a-15(e) and 150-15(e)) for
{he registrant and have:

a) Designed such disclosure centrols and procedures or caused such disclosure conirois and
procedures io be designed under our supervision, io ensure that material information relating io
the registrant, including its consolidated subsidiaries, is made known tc us by others within those
eniities, particularly during the period in which this repert is being prepared;

b) Evaluated the effectiveness of the regisirant’s disciosure controls and procedures ang presented
in this report our conclusions about the effectiveness of the disciosure controis and procedures,
as of the end of the period covered by this report based on such evaluation; and

¢) Disclosed in this report any change in the regisirant's interna! cortro! over financia! reporting that
occurred during the registrant’s most recent fiscal guarier (the registrant’s fourth fiscal guarter in
the case of an annual repert) that has materially affected, or is reasonably iikely to materially
affect, the registrant’'s internal coniro! over financia! reporting; end

5. The registrant's other ceriifving officer{s) and | have disclesed, based on cur most recent evaiuation of
internal contro! over financial revorting, o the registrant’s auditors and the audit commitiee of the
regisirant's board of directors (or persons performing the equivalent functions):

a) Al significant deficiencies and materia! weaknesses in the design or operation of internal control
over financigt reperiing which are reascnably likely o adversely affect the regisitrant’s ability to
record, process, summarize ang report finarcial information; and

b} Any fraud, whether or not material, that involves maragement or cther employees wiho have a

significant role in the registrant’s internal conirol over financial reporting.

March 15, 2004  [s/ Richard J. Wehrle

Vice President, Corporate Controller &
Principal Accounting Officer
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Exhibit 32.1

CERTIFICATION PURSUANT TC
18 U.S.C. SECTION 1358,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-CXLEY ACT OF 2002

In connection with the Annual Report of Alamo Group inc. (the “Company”) on Form 10-K for the period
ended December 31, 2003 as filed with the Securities and Exchange Commission on the date hereof (the
“Report”), |, Ronald A. Robinson, President and Chief Executive Officer of the Company, certify, pursuant
to 18 U.8.C. ss. 1350, as adopted pursuant o ss. 906 of the Sarbanes-Oxiey Act of 2002, that:

1. The Form 10-K fuily complies with the requirements of section 13 {a) or 15 (d) of the Securities
Exchange Act of 1834 (15 U.S.C. 78m or 780(d)); and

2. The information contained in the Form 10-K fairly presents, in all material respects, the financial
condition and resulis of operations of the Company.

Date: March 15, 2004 _ /s/_Ronzld A. Robinson
Ronaid A. Robinsecn

President & CEC
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Exhibit 32.2

CERTIFICATION PURSUANT TO

18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 8906 CF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of Alamo Group Inc. (the “Company”) on Form 10-K for the period
ended December 31, 2003 as filed with the Securities and Exchange Commission on the date herecf (the
“Report”), 1, Richard J. Wehrle, Vice President, Corporate Centrolier and Principal Accounting Officer of
the Company, certify, pursuant to 18 U.S.C. ss. 1350, as adopled pursuant o ss. 808 of the Sarbanes-
Cxdey Act of 2002, that:

1. The Form 10-K fully complies with the requirements of section 13 (a) or 15 (d) of the Securities
Exchange Act of 1834 {15 U.S.C. 78m or 780(d)); and

2. The information contained in the Form 10-K fairly oresents, in ali materie! respects, the financial
condition and resulis of operations of the Company.

March 15, 20C4 s/ Richarg J. Wehrle
Vice President, Corporaie Conirolier &
Principal Accounting Officer
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